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ACCOUNTING AND LAW 
THE NATURE OF EDUCATION IN LAW 
FOR ACCOUNTANTS 


by 
F. T. Cross, F.1.C.A., BARRISTER-AT-LAW 


The Fifth Commonwealth Institute of Accountants Annual Research Lecture, 
delivered in the University of Sydney on 27th July 1950) 


PRELIMINARY — MAINLY HISTORICAL 


The professions of accountancy and law 
are now, in theory, completely severed, 
chiefly, I think, because of the statutory 
requirements of enrolment and registration 
of the members of the legal profession. The 
severance had begun, if it had not been 
completed, before formal enrolment of 
solicitors and barristers became a legal re- 
quirement. The legal profession has had 
statutory recognition for a very consider- 
able time, but similar protection has but 
tardily been afforded to the accountant. 

It is well to remember that in early times 
the line of demarcation was not very clear. 
Indeed, it probably did not exist at all, and 
even to-day, in cities like London and in 
provincial towns in Australia (although 
theoretically there is a complete sever- 
ance), the solicitor frequently is required 
to keep accountancy records for his clients 
and to make income tax returns. The 
family solicitor is often much more than a 
solicitor. In many places he is the estate 
representative, and at times he is an estate 
agent in the Sense of a divider and seller 
of land of varying tenure. 

Moving well back in history we find that 
‘In Babylonian times the business of the 
central administration and of the provinces 
was carried out by the scribes, who seemed 
to have combined the functions of the 


barrister, the attorney, and the accountant 
of the present day. A carefully prepared 
register served as a state record of the 
titles to estates, and also as the basis for 
the imposition of taxes.’’ (Ancient History 
of the East, p. 424; quoted by Brown, 
History of Accounting and Accountants, 
p. 18.) 

In Rome, the scribes of the treasury, 
under the orders of the quaestors, recorded 
the transactions in ftabulae publicae, a 
species of journal analogous to the adver- 
saria of the father of the Roman family. 
(Brown, History of Accounting and Ac- 
countants, p. 31. 

But even in Rome there seems to have 
come a time quite early when there was a 
separation between accounting and the law. 
The Roman Jurists and Jurisconsults were 
famous lawyers and did not appear to have 
been accountants. Horace, of delightful 
memory, was a scribe. 

3efore leaving the dark ages, however, 
we may pause for a moment to refer to the 
enlightened arrangements established by 
Charlemagne in the Frankish’ Empire, 
which are especially remarkable, in view of 
the barbarism prevailing elsewhere. An 
ordinance of that Emperor of the year 812 
contains elaborate instructions for the 
management of the Imperial estates. It 
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Accounting and Law—continued 


prescribes that accounts of income and ex- 
penditure shall be kept and rendered. 
Every judex (the judices were stewards on 
the villae or estates of the Emperor) was 
required to report yearly at Christmas, 
separately, distinctly, and in order, what 
he had out of his administration, rents, 
duties, fines, farm produce, ete. ‘In all the 
foregoing let it not seem harsh to our 
judices that we require these accounts, for 
we wish that they, in like manner, account 
with their subordinates without offence’.’’ 
(Innes, Scotland in the Middle Ages, p. 
329.) 

The mere use of the word ‘‘judex”’ will 
sufficiently indicate the association of this 
accounting process with the administra- 
tion of the law. 

The Hebrew people borrowed the idea of 
the scribe from Babylon (Encyclopaedia 
Biblica), but with the Hebrews the term 
‘“seribe’’ seems to have been used in res- 
pect of two classes of persons, one being 
the theologian and the other being the 
learned man not associated with theology 
and (perhaps for that reason) a writer 
for the people. 

The association of the scribe with Eng- 
lish practice will be seen when we note that 
until recently in England we had ‘‘scriv- 
ener,’’ an old word meaning: 

(1) one who receives money and places 
it out at interest, caleulates and col- 
lects principal and interest and ac- 
counts for it; and 

2) one who draws up securities and 
other contracts. 

Here plainly we can recognise the relation 
of the accountant and the conveyancing 
lawyer. Of John Milton, James Kemble, 
in Hero Dust, says: ‘‘He had set up in the 
city as a scrivener, or what we would re- 
gard as a sort of solicitor-cum-accountant”’ 
(p. 87). The father of the poet Gray was 
also a scrivener. 

In Seotland, the ‘‘ Writer to the Signet,’’ 
it appears, is in some measure the counter- 
part of the English scrivener, and this 


? 


October, 1950 


office remains to the present day. Sir Wal- 
ter Scott was a well-known ‘‘ Writer to the 
Signet’’ before he devoted himself entirely 
to literature. 


In medieval England there was a class 
of accountant who had judicial powers. 
‘*Persons entitled to an account, their ser- 
vants, bailiffs; chamberlains, and all man- 
ner of receivers were allowed to appoint 
auditors, and if the accountant was in ar- 
rears the auditors could commit the ac- 
countant to prison. There he was to lie 
until the account was discharged ; if it was 
disputed and the accountant ‘could find 
friends’ the matter could be reviewed in 
the court of exchequer. This drastic pro- 
eedure whereby imprisonment could be 
ordered without the intervention of a court 
or a trial at the discretion of purely pri- 
vate persons (whom Coke later had to call, 
nevertheless, judges of record) must have 
provided speedy sanctions against those 
who were later subject to the statutes on 
embezzlement and _ kindred offences.” 
(Plucknett, A Concise History of the Com- 
mon Law, 4th ed., p. 423, Westminster II, 
e. II 1285; see: also Statute of Marl- 
borough, ch. 23 (1267).) In some places 
local authority auditors have quasi-judicial 
powers. 


Among British countries Scotland seems 
to have been a leader in the setting up of 
accountancy organisations as we now know 
them, and these, with high ethical stan- 
dards and proper jealousy for the rights 
of accountants and proper conceptions 
of duty and an adequate regard for the 
rights and protection of the public, appear 
to have set standards which, if equalled, 
have not been surpassed. In that country 
the recognition of the importance of strict 
and accurate accounting results in having 
a special officer associated with the Court, 
for an ‘‘accountant of Court’’ is an officer 
of the Seottish Court of Sessions whose 
duties are defined by the Judicial Factors 
(Scotland) Act of 1889, part of which in- 
eluded bankruptcy affairs. 


ASSOCIATION YET SEPARATION 


However much, in theory and establish- 
ment, the two professions of law and ac- 
countancy may be separated, the fact must 
be recognised that as business guides they 
must be ready to associate one with the 
other and to combine their skill. It is also 


sufficiently clear that the duly qualified 
accountant must be equipped with some 
measure of training in matters of law. 
There is not a ‘‘no-man’s-land’’ between 
the two professions, but professional gentle- 
men in each area of operation will, in prac- 
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Accounting and Law—continued 


tice, not find it difficult to keep to their 
own respective areas, each calling in aid a 
practitioner from the other area as the pro- 
tection of clients requires. 

One of my purposes will be, not to draw 
a line, but to deal with the matters falling 
each side of a line, which we will imagine 
to constitute a common boundary ; and also 
to provide a common meeting ground to 
allow a maximum faithful public service in 
associated business. 

When the practice of law was separated 
from the practice of accountancy, though 
perhaps it was not done in a moment of 
time, and not, perhaps, in the first place, 
from pressure of necessity, but by gradual 
processes of advance, retreat, and speciali- 
sation, it was surely done so that each sée- 
tion might mind its own business and be- 
come more efficient in the more limited 
field and be able to satisfy the needs of a 
business society becoming day by day more 
and more complex; that the accountant 
may become a better accountant, the lawyer 
a better lawyer. As, however, commerce 
and industry required more than simple 
bookkeeping and accounting (in the nar- 
row sense), required its contracts consid- 
ered, its capital organised, and its costs 
analysed so that it might proceed accur- 
ately into the future guided by the experi- 
ence of the past, it was found that the ac- 
countant was required to possess know- 
ledge outside his own strict province and 
to reach out and to enquire into the field 
of law. It was accepted that some know- 
ledge of law was required by the company 
secretary, the auditor, and the business ac- 
countant, and the ‘‘some’’ became more, so 
that to-day, if I read the examination 
papers rightly, the accountancy student is 
required to have a substantial knowledge 
of many aspects of the law. 

The separation of law and accountancy 
surely came from the desire to know more 
and more about a little less. Now, it seems 
to me, the danger mark of requiring know- 
ledge of so much more about so much more 
has been reached, and that the dispersion 
tends to become dangerous. There is 
another danger, too: the danger of falsely 
assuring the accountancy student that he 
really is a lawyer, or as good as one. So, 
having retreated from the field of law, 
sometimes we find the accountant again 
advancing into it. 
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Between having a knowledge of the sub- 
ject-matter of another profession and 
making it ancillary to the profession which 
one practices, and performing or purport- 
ing to perform the duties of that other pro- 
fession, there is a great gulf fixed. For an 
accountant to proceed and labour upon the 
basis that he is as good a lawyer as any 
barrister-at-law or solicitor is an unsafe 
course, as well as a professionally ill-ad- 
vised one, which is ethically sinful. ‘‘He’s 
as good as any doctor’’ is said of many a 
quack, and the respective professions and 
their members will set their faces against 
all forms of professional quackery. Assum- 
ing the ‘‘as-good-as’’ to be true in particu- 
lar cases, its countenance would ultimately 
lead to a nebulousness sounding in ineffi- 
ciency. As a duly enrolled and well quali- 
fied accountant, you may pride yourself on 
your knowledge of navigation. But when 
you take your little craft to sea and the 
weather comes up bad and the sun is not 
where it ought to be and no stars are in 
sight and your dead-reckoning is not to be 
relied upon because you’ve forgotten to 
bring a log, you are quite entitled to risk 
your own life on your own inadequacy, 
but you are not entitled to risk the lives 
of your companions. By good fortune you 
may get them safely to an unintended port 
nine times, but on the tenth occasion you 
are quite literally all at sea and may find 
yourself becalmed you know not where and 
unequipped for a safe and certain passage. 
Whether your companions die of starva- 
tion or by the overwhelming of the seas, 
they are just as certainly dead, and the 
eause of their death is just as assuredly 
professional presumption. 

From the opposite angle, one has to con- 
fess that experience shows that the know- 
ledge possessed by lawyers of the practical 
aspects of accountancy is very limited. In 
Queensland, it is only in recent years that 
it has been necessary for students seeking 
to qualify for practice as solicitors to satis- 
fy examiners that they have such a suffici- 
ent knowledge of accounts as will enable 
them at all times to determine, by refer- 
ence to properly kept books, the line of de- 
mareation between mine and thine. 

Experience on the Statutory Committee 
of the Queensland Law Society Incorpor- 
ated led me to the belief that in a number 
of eases men who had gone wrong in the 
matter of care of moneys had started on 
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their downward path through bona fide 
and honest mistakes caused by an ignor- 
ance of elementary principles of account 
keeping. 

It is true also that in England, New Zea- 
land, and Australia only recently has audit 
been considered a necessary duty in rela- 
tion to the keeping of trust funds by trus- 
tees. 

But while solicitors should be required 
to know sufficient of accountancy to enable 
them to keep their own accounts properly, 
it would be erroneous and unethical for a 
solicitor to purport to act as an accountant 
in a general way, although, through his 
trust account he must to some extent quite 
lawfully impinge upon the realm of ac- 
countancy. 

When, therefore, we separate account- 
ancy from the law and intensify its pro- 
cesses towards greater exactness, we render 
a very useful service to the business com- 
munity by a precision of result, which will 
always have its place. If, however, by our 
teaching and examination standards we re- 
quire of prospective accountants intense 
studies of law, and further and still fur- 
ther increase and intensify the require- 
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ments on the legal side, we are apt, by 
scattering interest and by division of men- 
tal labours, to produce a nebulous state in 
which practitioners become inadequate ac- 
countants and insufficient lawyers. It 
would, however, be wrong to say that we 
must make the separation of law and ac- 
countancy so complete that accountants 
know no law at all. To do this would tend 
to disqualify them from being anything 
more than mere adders of figures and 
keepers of cash books. In a general way it 
may be said that what is required is a de- 
tailed and practical knowledge of what is 
properly, strictly, and perhaps narrowly 
ineluded in the term ‘‘accountancy,’’ and 
a working knowledge of those aspects of 
law which most usually touch accountancy 
practice, so that in many things the ac- 
countant will not commit errors in law and 
so that at a proper time he will stay his 
hand until he takes legal advice. 

I find this subject has been discussed by 
Mr. L. C. Voumard, B.A., LL.B., under the 
heading ‘‘Legal Training for Account- 
ants’’ (The Australian Accountant, vol. 
XVIII, No. 7, July, 1948, p. 209), with 
whose writing I find myself in hearty and 
respectful agreement. I shall refer to this 
aspect again later. 


COMMON ETHICAL STANDARDS AND PRIVILEGE 


The incidence of professional status pre- 
supposes forms of ethical standards. In the 
main this will be common to both legal men 
and accountants. The professional man, 
whether an accountant or a lawyer, will 
keep the confidence of his client and suffer 
personal loss rather than betray that con- 
fidence. Quite apart from ethies, disclosure 
of a client’s business may be actionable. 
‘*An accountant is under a duty not 
to disclose eonfidential information com- 
municated to him. For breach of this duty, 
he is liable in damages.’’ (Charlesworth 
on Negligence, 2nd ed., p. 433, referring to 
Weld-Blundell v. Stephens (1920), A.C. 
956.) 

As to a privilege against giving evidence, 
the lawyer has a protection which is given 
to no other profession, not even the medi- 
cal profession. By no process known to the 
law can a solicitor or barrister be com- 
pelled to disclose confidences reposed in 
him in his professional character in the 
course of his client’s business. The privi- 
lege is, of course, his client’s and not his, 


and eannot be waived by him, but may be 
waived by his client, and if his client 
waives his privilege the lawyer cannot 
withhold his evidence. It may be desirable 
that this privilege should be incidental to 
other professions, including the profession 
of accountancy, although it would be more 
difficult here as the accountant’s business 
is more nearly and more often of a public 
nature. But, although the accountant has 
not achieved this immunity from dis- 
closure, I think a proper understanding of 
the ethics of his profession requires him to 
claim privilege, and only under pressure of 
threat of imminent legal sanctions to sur- 
render it. So claiming, he may even have 
the claim conceded by the unwillingness of 
a party desiring the disclosure to press the 
matter further or by the refusal of a judge 
to deal with the witness for refusing to 
answer. (See per Hawkins, J., in Kitson v. 
Playfair, reported in Times of 28th March, 
1896.) Furthermore, a consistent line of 
such conduct may ultimately obtain the 
privilege desired. 
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Accounting and Law—continued 


The standard of honour which sacrifices 
self in the interests of the client need only 
be mentioned to be conceded by the 
properly-equipped practitioner. 

Amongst co-professionals ther> will not 
be active competition in seeking appoint- 
ments or retainers or to disturb a brother 
professional in the enjoyment of an office 
he holds. 

The objectionable practice of publicity- 
seeking and public advertising will be es- 
chewed by both professions. It is not only 
undignified, but professional standards 
positively forbid such conduct. 

As between the legal profession and the 
accountancy profession, neither will en- 
croach upon what is the proper province 
of the other. It is true that transactions 
will sometimes spread into fields requiring 
co-operation and consultation, and in such 
case there should be free and proper asso- 
ciation of accountant and lawyer in the 
protection of their common client, and 
there should be a liberality of outlook in 
interpreting equivocal facts. Co-operation 
is required, e.g. in the preparation of pros- 
pectuses and other documents in relation 
to companies. 

The suppressio veri is very much to the 
fore in relation to the company prospectus, 
and an accountant, though he be co-operat- 
ing with a solicitor or a company director, 
will be eareful on his own responsibility 
to see that ‘‘the truth, the whole truth, and 
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nothing but the truth’’ appears from the 
fair construction of a prospectus in which 
his name appears. A statement made in a 
prospectus may be false in a material par- 
ticular if a false impression is given by the 
document as a whole, although there is no 
statement contained in it which, if taken 
alone, is actually false (R. v. Kylsant 
(Lord) (1932), 1 K.B. 442). Full and fair 
and accurate statement is what is called 
for. 

Although each has his own province in 
relation to such documents, each should 
scrutinise the whole document, bringing his 
own professional skill to bear upon the 
business in hand, and there should be no 
resentment at proper and fair suggestions 
coming from either to the other, even 
though the suggestions may seem to cross 
the line. This is by no means a complete 
statement of the position; it is but an indi- 
cation. 

Similarly, too, as professional account- 
ants will not ‘‘steal clients’’ from other 
professional accountants, a ‘professional 
accountant will not, except under pressure 
of necessity, ask a client to change his 
solicitor, or a solicitor seek to persuade his 
client to change his accountant or auditor. 
Members of each profession should hold 
themselves ready to consult with members 
of the other profession where the duties 
and interests of each are involved. This is 
not to say that an accountant is not free 
at all times to consult his own lawyer for 
his own protection. 


STUDIES AND EXAMINATIONS 


In relation to the field of study of the 
law for accountancy students, there are 
certain branches of the law which plainly 
must be in the list. Among these one finds 
Commercial Law, particularly the law re- 
lating to contracts, bills of exchange, and 
sale of goods. Sometimes books provided 
for the purpose of teaching accountancy 
students are available which are regarded 
as being adequate for accountancy pur- 
poses, though not complete as a statement 
of the whole law on a subject. There is a 
danger here, for understatement can be 
misstatement, generalisation can be mis- 
leading. 

Let me descend to particularity, in rela- 
tion to contract law. I find in a set text- 
book a statement relating to ‘‘mistake.’’ 
The statement is short, but it would be bet- 


ter if it were shorter. I would say: ‘‘Some- 
times a contract may be vitiated by mis- 
take, but this is a province calling for 
skilled legal treatment.’’ The statement in 
the textbook is too short to be of any real 
use, yet long enough to induce a student 
to believe it is adequate. Recently an 
examination question was set on this, 
obviously requiring the answer which 
the book teaches: that mistake of fact may 
vitiate a contract; mistake of law, never. 
The textbook to which I refer states quite 
dogmatically, ‘‘A mistake of law is not 
sufficient to have a contract set aside. 
Everyone is presumed to know the law, 
and if by ignorance of the law a person 
makes a mistake in the formation of a con- 
tract, he will have to suffer the loss result- 
ing therefrom.’’ 
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It is not strictly correct—though text- 
books do say it—that everyone is presumed 
to know the law. It is more nearly correct 
to say that a man cannot obtain any ad- 
vantage from his ignorance of the law, 
which is a steed of a different complexion. 
Now the statements I have referred to 
contained in this particular textbook will 
be found in most textbooks which touch on 
‘‘mistake,’’ but such books also give the 
exceptions to these principles, which the 
textbook referred to does not, because it is 
abbreviated. To commence a_ statement 
occupying the best part of three pages with 
the words ‘‘In general’’ and, for the sake 
of brevity, to omit reference to important 
exceptions (exceptions which even now 
show a tendency to grow), is misleading 
and dangerous. As a matter of law, as we 
shall see, the statement about mistake in 
law not vitiating a contract is misleading 
in a particular instance in which the duty 
of an accountant may be involved. It 
would not be so bad if the examiner would 
leave the aspect of mistake alone, but, in 
the examination question referred to it was 
given an unwarranted prominence. This 
results in wrong teaching and in the type 
of knowledge we attribute to ‘‘bush 
lawyers.’’ Let it be said at once, I am not 
making an attack on an excellent book, but 
upon the dangers of abridgment in a singu- 
larly difficult and technical field best left 
severally to the farmers of that field. 

It is not true, in the absolute, to say that 
money paid in mistake of law cannot be 
recovered. Let me quote from another 
book: ‘‘It is a common-place that money 
paid away by mistake of fact, can be re- 
covered, while money paid away in mistake 
of law cannot. But there is a danger in 
excessive simplification, or as Jessel, M.R., 
asked in Eaglesfield v. Lord Londonderry 
(1876), 4 Ch. D. 693, 702, 703, ‘‘how is a 
hard and fast line to be drawn between 
questions of fact and questions of law? 
There is hardly any question of fact that 
does not involve instantly a question of 
law.’’ (Hanbury, Modern Equity, 5th ed., 
p. 678.) 

It is a strange irony that one plain ex- 
ception to the rule falls within the very 
province of accounting. In Re Musgrave 
(1916), 2 Ch. 417, it was laid down by 
Neville, J., that the rule that money paid 
under a mistake of law cannot be recovered 
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is to yield to the general rule of equity 
that in the administration of an estate 
errors of account between trustees and 
cestuis que trust will, as far as possible, be 
corrected. A testator had given annuities, 
directing that they should be paid free of 
deduction. The trustee took this direction 
literally and paid them for years without 
deducting income tax. It was held that the 
annuities were not given free of income 
tax, and that the trustees could deduct the 
amount of tax they had wrongly paid out 
of the residue from future payments of 
annuities. (Hanbury, ibid., p. 679.) 

There is no need to pursue the matter. 
For the accountant, a mere warning in the 
textbook that legal advice might be sought 
would be sufficient. I give this as an ex- 
ample picked more or less at random from 
a well-prepared book as an outstanding in- 
stance of dangers in our teaching. 

Again, I would respectfully suggest that 
if there is any revision to be made of the 
subjects for examination, the questions of 
construction of wills and their effect should 
be left out of the curriculum. I well re- 
member when I sat for the Queensland In- 
stitute of Accountancy examination I was 
one evening confronted with the question 
‘*What is dependent relative revocation of 
a will?’’ That is a question that a student 
of law might have found difficult to answer, 
and in its application to particular cases 
the most experienced lawyers flounder, but 
its utility in relation to an accountancy 
student is strongly in question. 

In a recent examination paper appears 
a question relating to the abatement of 
legacies under a will, and I believe there 
is something on this in Spicer and Pegler. 
An accountant who proceeds to prepare 
the accounts for the winding up of an 
estate where the funds applicable for any 
particular purpose are believed in any case 
insufficient, and who proceeded upon his 
own knowledge of the law, would be taking 
an unwarrantable risk, and as in almost 
all cases there is a legal adviser concerned 
in the operation, his advice, in writing, 
should be available to the accountant before 
he proceeds with his accounting, or, if the 
deficiency is found to exist after starting 
on the accounts, before the distribution 
statement is prepared. 

It seems to be seriously open to question 
whether much of the detailed teaching in 
relation to trustees and the rights and 
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duties of executors and trustees should be 
continued. The field is a honeycombed one, 
and sometimes the simplest will has an 
unsuspected trap. 


Again, why should an accountant con- 
cern himself with the relation of landlord 
and tenant, the law concerning which is 


very detailed, originating in customs, and 
now very much altered by statutes which 
frequently require, judicial examination, 
often to ascertain just how far the old 
customs have been abrogated by statute 
Yet I find questions on the subject in 
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accountancy examination papers. This is 
the proper field of the law, or rather, 
should I say, a field to be avoided by the 
accountant. I would delete it from the 
syllabus. 

Much bankruptcy work is in the province 
of the accountant, and a rather intimate 
knowledge of bankruptcy law is plainly 
required, but it is too much to ask a student 
to give from memory acts of bankruptcy 
(although he should in a general way know 
they exist and their general nature), de- 
tails of procedure for examination of wit- 
nesses, applications for a granting and re- 
fusal of certificates of discharge. 


COMPANY LAW 


In the matter of company law, similarly, 
the accountant must have more than a 
passing knowledge, but I doubt whether, 
from the practical view of the accountant, 
the teaching proceeds upon the right lines. 
You can teach according to details requir- 
ing memorising of the purport of the sec- 
tions of Acts of Parliament, or you can 
teach aeeording to principles. In this con- 
nection, it*may well be that the examiners 
are at fault, and that it is high time to 
examine the examiners. For instance, as an 
indication of what I mean by teaching by 
principles, I would teach: 

1) Company law is largely the law of 
contract; the memorandum and 
articles of association constitute a 
contract between the company and 
its members and determine the 
rights of the members inter se, but 
not between the members and out- 
siders, and not between the company 
and outsiders, but the contract is 
made with the aid of, and is alter- 
able in terms of, statute. 

A company when constituted is a 
juristic or fictional entity apart 
from the persons constituting it. It 
is one entity and not an aggregation 
of persons. A partnership is not 
such an entity. The directors of a 
company owning land ean lease it 
to the company. The partners of a 
partnership cannot lease it to the 
partnership, for they cannot enter 
into a contract with themselves. 

Though a company is a juristie or 
fictional entity, because it is fictional 
it can never do any act by itself. It 


must always act by its agent. The 
authority of the agent is sometimes 
express, sometimes implied, but it is 
bound by its memorandum and 
articles of association. 

Generally by the articles of associa- 
tion the directors are the agents of 
the company to do the things en- 
trusted to them by the articles of 
association. The power generally 
contained in articles of association, 
and which is contained in regulation 
67 of table A (N.S.W., Vic., Qld.), 
has been given a very wide con- 
struction by the Privy Council (see 
Campbell v. Rofe (1932), 48 C.L.R. 
258). When the directors act under 
the authority contained in the 
articles of association they cannot be 
overridden by a resolution of the 
company. 

The directors are not the agents of 
the members of the company; they 
are the agents of the company. 

The powers given to the directors 
must be exercised for the benefit of 
the company generally. 

Upon these (and other) principles there 
would, of course, be elaboration. True, 
some particular knowledge properly falls 
within the province of the accountant. De- 
tailed knowledge of registers to be kept 
and returns to be made are necessary for 
the accountant, and in auditing (in some 
States at least) he must certify that the 
Register of Members and other records re- 
quired by statute or by the articles have 
been properly kept. But it does not seem 
necessary to require particular knowledge 
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of procedure for registration, winding up, 
reduction of capital, registration of mort- 
gages and debentures, arrangements and 
compromises, nor the registration of British 
and foreign companies. Nor would I in- 
elude in a curriculum the procedure in re- 
lation to the winding up of ‘‘unregistered 
companies,’’ which in many cases are not 
companies at all. The part of the Com- 
pany’s Acts relating to ‘‘Restrictions on 
the Sale of Shares’’ could be entirely 


eliminated without any great loss. 

It will be noticed that much of what is 
suggested for omission is what the lawyer 
practice and procedure.’ 


se 


calls 

Should accountants prepare memoranda 
and articles of association? Plainly, 1 think 
they should not. It is quite true most ac- 
ecountants could take the memorandum 
and articles of the ‘‘A’’ company, and by 
adaptation prepare a new one for the ‘‘B”’ 
company. And, so far as copying is con- 
cerned, so could the local blacksmith. Table 
A also helps, for articles can be entirely 
omitted. That, however, is neither the be- 
ginning nor the end, and the proper pre- 
paration of such documents is often a mat- 
ter for a specialist even amongst the law- 
yers. Besides the question of capacity, the 
question of responsibility is involved. 
Whether when an accountant does such 
work he charges less than the legal man 
for doing it, or whether he charges at all, 
I do not know. Whatever be the reason, 
such conduct is a professional trespass, and 
I know that accountants of the highest 
standing will not so act. In Queensland, 
I think that, fee or no fee, an offence 
against statute law is committed by an ac- 
countant who prepares memoranda and 
articles of association. (Vide the Queens- 
land Law Society Act Amendment Act of 
1930, 1.27: rule 102 (4)(e), Rules under 
the Queensland Law Society Acts, 1927- 
1941.) 
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The winding up of companies, particu- 
larly large public companies, is perhaps 
the field in which there should be full eo- 
operation between the solicitor and the ac- 
eountant, and in which, I believe, there is 
substantial co-operation even now. Because 
a winding up is so essentially a process of 
accounting, the importance of the account- 
ant in the process should be well to the 
fore, and in many cases the legal man 
should not proceed to the preparation of 
resolutions without the assistance of the 
accountant. The resolution he prepares 
may require alteration, and most likely ad- 
dition, to assist with and accord to the ae- 
counting action necessary. Perhaps it may 
be said in a voluntary winding up the ae- 
countant has the prominence ; in a winding 
up by the Court the legal man has the 
prominence; and in a voluntary winding 
up under supervision this prominence may 
be on either or neither side. But most sen- 
sible men strive greatly to avoid a winding 
up by the Court. 

Often in a large winding up co-operation 
between accountant and lawyer will result 
in the tedious and too-technical winding up 
by the Court being converted into a simpler 
winding up out of Court by the adoption 
of a well-devised scheme acceptable to 
creditors and contributories and approved 
under the compromise section. In approv- 
ing of a scheme, a Court will, at the request 
of creditors and contributories, allow the 
liquidation to be converted into a volun- 
tary winding up under the supervision of 
the Court, conferring such wide powers on 
liquidators (with or without the aid and 
advice of a committee) that ‘‘supervision”’ 
is a control by silken reins, with wide 
powers, enabling the liquidation to proceed 
substantially at the will of the liquidators, 
who are left at liberty to apply to the 
Court summarily when difficult and con- 
tested questions arise. I know of no field 
for closer and more hearty co-operation 
between the two professions. 


INCOME TAXATION 


In the field of income taxation it cannot 
be denied that the accountancy profession 
has made itself remarkably proficient. Con- 
troversies rage concerning intrusions or al- 
leged intrusions, but, in the main, the ac- 
countant’s claim to this field is a legitimate 
one, subject to large exceptions. Income 
tax statutes are extremely complex and 


difficult, and accountants in general have 
made themselves well acquainted with 
these statutes. In the history of sections 
and the development of income tax laws 
they are often very expert, but frequently 
it is necessary to interpret, according to 
certain legal standards, the meaning and 
application of sections. The accountancy 
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training does not embrace the technical 
subject of interpretation of statutes, and 
mere history does not take interpretation 
far enough. The intention of Parliament 
is not to be taken from Hansard, but by 
the application of rules of interpretation 
to the words of the statute. When the time 
for objection to assessment comes, the wise 
accountant brings the lawyer into consul- 
tation immediately. Because, on the hear- 
ing of an appeal, the appellant is restricted 
to the grounds taken in his objection, it is 
desirable that the objections should, in the 
first instance, be stated by the legal man, 
as the matter may have finally to be de- 
termined by the highest Court in the land. 
Legal men are frequently hampered in the 
argument of an appeal because objections 
have in the first place been prepared from 
the ‘‘practical’’ or accounting point of 
view and have not been sufficiently near to 
exactness. There can be nothing more up- 
setting to the prestige of a professional 
ian than to have an otherwise good appeal 
disallowed because a point was not taken 
in the objection. 


Once again the question of fact or law 
arises, and the expert in interpretation 
should be allowed to play his part in full. 
(See, for instance, the article in vol. 62, 
Law Quarterly Review, p. 248, ‘‘ ‘Fact’ or 
‘law’ in income tax eases stated under the 
Income Tax Acts’’; see also vol. 65, Law 
Quarterly Review, p. 159; vol. 66, Law 
Quarterly Review, p. 27.) It is true that 
these articles refer to the English income 
tax law, which is very different from the 
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Australian, but the principles dealt with 
are fully applicable. 

An objection must be stated at least with 
all the particularity of a statement of 
claim in an action, and no accountant 
should, in any important case, try his hand 
at such a technical document, even though 
he has a right to do so. Indeed, an income 
tax objection must proceed with even 
greater particularity than a statement of 
claim, for it must take points of law open, 
for these to be arguable on an appeal, and 
a statement of claim need not do so. It is 
too late to leave the preparation of grounds 
till the objection is disallowed and the ap- 
peal is to be instituted. It is a good prac- 
tice for the accountant to prepare the 
grounds in his own way and to submit 
them for legal advice. He is then sure of 
having all his grounds given fair considera- 
tion. Let no accountant be dismayed be- 
cause counsel or solicitor cuts his draft to 
pieces. The Courts on income tax appeals 
have applied the law relating to objections 
very rigorously and technically, and the 
lawyer draws his objections to avoid oppo- 
sition as to his grounds. There can be 
nothing more unsatisfactory than to have 
one’s good work go for nothing because 
grounds of objection have been insufficient- 
ly stated. It, of course, goes without say- 
ing that it is often wise to have a legal 
opinion on the merits and prospects, and 
advice as to the evidence required to sup- 
port the appeal even before an objection. 
Often the accountant himself will be a wit- 
ness at an appeal, and it is undesirable 
that he should be both witness and advo- 
cate even before a Board. 


A NEW PROVINCE OF LAW FOR ACCOUNTANTS 


There is, perhaps, no more unpleasant 
or difficult type of action instituted in our 
Supreme Courts than an action for an ac- 
count. No form of action has more tended 
to bring the practice of law into disrepute. 
Such a claim may arise in a partnership 
action, in an ordinary case of commercial 
or other dealings, as between trustees and 
beneficiaries, as between mortgagee and 
mortgagor, and in numerous other cases. 
The procedure of the Court of Chancery 
pilloried by Dickens in Bleak House in 
Jarndyce vy. Jarndyce can here be aptly 
applied even to present-day procedure. To 
an accountant, the taking , of an account 
between parties is an ordinary, if not a 


simple, matter of business procedure. It 


may mean that he will have to make 
numerous enquiries and _ investigations, 
make searches amongst banking records 
and through numerous files of papers, but 
he does it and he achieves his result. The 
accountant may not proceed upon strict 
rules of evidence, but he satisfies himself 
with ‘‘business’’ certainty. That is all to 
the good. The technical rules of evidence 
ean be a bar to progress here. In the pro- 
cedure before the Court on an order being 
made for an account, certain ‘directions are 
given: the party liable to account is re- 
quired to put in his account by filing it in 
the registry, duly verified by affidavit, and 
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he or the other party must take out an ap- 
pointment to examine the account, and 
serve the appointment on the other side. 
It may be that a judge’s direction is to be 
sought as to the advertising for claims, and 
the parties are back and forth hither and 
thither, and generally the action ends with 
the parties so tired of interminable legal 
procedure that a compromise, quite un- 
satisfactory to both parties, is arrived at. 
Sometimes the case ends by the death of 
a party or, may be, as did Jarndyce v. 
Jarndyce. The difference between an ac- 
countant—who will bestir himself and find 
out the truth and set his account in order 
—and an officer of Court—who sits in his 
office chair and waits for an appointment 
to be taken out, where he goes into proof 
of service and of advertising, where the 
parties wait upon him, and produce their 
evidence, where he allows or disallows an 
item; or adjourns for further evidence, 
consideration, or directions, necessitating 
the obtaining of further appointments— 
will be immediately apparent. 

There is generally power in superior 
Courts to refer questions to referees, but 
in general the power is not sufficiently ex- 
tensive to make it useful. It is high 
time that Rules of Courts made provision 
(even against the will of a party) for re- 
ferring questions such as this to the busi- 
nesslike activities of a professional ac- 
countant, whose certificate should bind all 
parties subject only to appeal to a judge 
if he had proceeded wrongly in principle or 
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perversely. It may be said that the wise 
practitioner endeavours to have such mat- 
ters referred to an accountant, but the 
procedure is not by any means universal, 
and perhaps an order would not in general 
be made in face of objection, thus en- 
couraging the dishonest objecting litigant. 
It is reported that since the institution of 
one of our State’s Supreme Court, in only 
one action of accounting has the complete 
taking of account resulted. Here is a field 
where the lawyer and the accountant might 
co-operate more freely than heretofore, by 
the lawyers leaving the accounting to the 
accountant—a course which most experi- 
enced lawyers would gladly follow—and by 
both combining for an amendment of the 
law, perhaps by a comprehensive Commer- 
cial Causes Act which will deal with many 
aspects of commercial transactions. In set- 
ting out the position above, I have referred 
only to a set of accounts coming from only 
one side, but where there are mutual claims 
and dealings an account may even be 
ordered from both sides, and a result has 
to be achieved by separate examination and 
ultimate set-off. You may now complicate 
your transactions to your heart’s content. 

What is desired is a reversal of the pro- 
cedure—that in general accountants should 
be the men to take accounts, assisted by 
the Court only when questions of law 
arise. As Courts in England assign con- 
veyancing counsel in proper cases, it would 
be appropriate to provide that here the 
Court may assign approved accountants 
with powers sufficient to serve the purpose. 


ARBITRATION 


An accountant is the obviously appropri- 
ate choice as an arbitrator in a commercial 
matter. Arbitration to a single well-quali- 
fied arbitrator is preferable to arbitration 
to an arbitrator appointed by each party 
and an umpire appointed by both arbitra- 
tors. I have found arbitrators appointed 
by the parties come to the arbitration with 
a brief prepared by the party who appoints 
him, and if he has no written brief he often 
has a mental one. It may well be that the 
parties will not be able to agree upon a 
single arbitrator. That difficulty can be 
eared for in advance, if the arbitration is 
under a written contract, by a provision 
that if the parties fail to agree upon a 
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single arbitrator within a time after one 
of them by writing requires the appoint- 
ment, then the arbitrator shall be ap- 
pointed by the President or State President 
of the Institute or by the President of the 
Law Society or Institute of the State. 
Properly organised institutes will, I take 
it, readily lend their aid in assuring effici- 
ent arbitrations. 

A word is necessary in relation to the 
document of submission, whether it be a 
clause in a contract or a submission ad hoc; 
the laws in the States of Australia differ, 
and that of Queensland, in particular, is 
woefully out of date, being contained in 
the Interdict Act of 1867. 
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THE ACCOUNTANT AS AN EXPERT WITNESS 


An accountant may be called as an ex- 
pert witness in a law suit. His own stan- 
dard of honour and his duty to his pro- 
fession will dictate that he will not become 
a partisan. He should regard himself 
rather as a person called in aid of the 
Court than in aid of a party, though a 
party eall him. If his evidence favours a 
side, it will be because it is the truth, as 
he knows it, or honest deduction from eare- 
fully sought-out facts. He will not place 
emphasis here or there where emphasis is 
not required or warranted. He will—to 
use a legal term— properly ‘‘qualify’’ 
himself to give the evidence by taking all 
proper steps. 

In eases for damage for breach of con- 
tract, where the damages have to be 


assessed once and for all, he may be called 
to make, in evidence, his own assessment 
of damages. This he may do by consider- 
ing the plaintiff’s profit history and his 
future prospects. He will bring to play all 
his expert knowledge of commercial his- 
tory and business trends both generally 


and of the particular business. He will 
estimate the profits each year as nearly as 
he ean, and he will discount it or raise it 
aceording to appropriate considerations, 
and he will make his calculations. He will 
then prepare his statements showing 
exactly how he arrives at his results, and 
he will not hesitate under cross-examina- 
tion to admit weaknesses which may ap- 
pear. He will take in to the witness box 
with him his statements and, if asked, ten- 
der them. A man who goes into the wit- 
ness box well prepared may not have his 
view wholly accepted or even at all, but he 
will lose little by that, and he will find he 
will receive from the Court all the respect 
which is due to the honest man who has 


laboured faithfully to achieve an accurate 
result. To go as a witness ill-prepared and 
to chance being able on the spur of the 
moment to answer questions is to court 
disaster. 

Often an accountant is called as a pro- 
fessional, but not as an expert, witness, 
sometimes as both. As an auditor to a 
company or a person he may be called to 
prove the accuracy of the accounts or 
something in relation to them. He will 
then be a professional witness. As an ex- 
pert—after proving that he is—he may be 
allowed to give expert evidence as to the 
company’s prospects. As a _ professional 
witness he will give evidence of facts com- 
ing to his knowledge in his professional 
capacity associated with his duty; as an 
expert he may give evidence based upon 
facts known to him or upon hypotheses put 
to him. Advice to any person to be called 
as a witness is not to be flattered by being 
posed as an expert unless he honestly be- 
lieves he is—not even a taxation expert. 

Sometimes an accountant, by reason of 
his special qualifications, is required to act 
as a kind of detective, as, e.g., where the 
source of leakages is sought. This may 
necessitate secrecy and, indeed, even acting 
with a degree of subtlety and disguise of 
procedure, but the occasion may create the 
need. As it may be necessary to know ex- 
actly what is evidence and what is not, he 
should be afforded an early opportunity of 
consulting his own or his client’s solicitor. 
I think it was Lord Riddell who said that 
a knowledge of the rules of evidence was a 
necessary part of a polite education, and 
[..can commend such a study to the 
studious man, and I commend Stephens’ 
Digest of the Rules of Evidence as a nice 
little book, as readable as a novel, and not 
too technical, for post-graduate reading. 


DUTIES OF CARE AND LIABILITY FOR LACK OF CARE 


‘‘The practice of a profession, art, or 
calling which from its nature, demands 
some special skill, ability, and experience, 
carries with it a representation that the 
person practising or exercising it possesses, 
to a reasonable extent, the amount of skill, 
ability, and experience which it demands. 
Such a person is liable for injury caused 


to another to whom he owes a duty to take 
care, if he fails to possess that amount of 
skill and experience which is usual in his 
profession or calling, or if he neglects to 
use the skill and experience which he 
possesses or the necessary degree of care 
demanded or professed. His duty is honest- 
ly and diligently to use that care which 
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would be used by others in the same pro- 
fession or calling. He will not, however, 
generally be held liable for loss resulting 
either from a mere error of judgment on 
a difficult point or from want of skill in 
performance of some act which is not ap- 
propriate to be performed by members of 
his particular profession. A man should 
not, however, undertake to do a work of 
skill unless he is fitted for it, and it is his 
duty to know whether he is so fitted or 
not.’’ (Halsbury’s Laws of England, 2nd 
ed., vol. 23, par. 829, p. 577.) 

‘In some eases a skilled person may be 
protected if he has relied on the advice of 
another on whom he is justified in relying. 
Thus, a solicitor is not liable if he acts on 
the clear opinion and direction given by 
counsel given on a properly,and carefully 
drawn up case, but it is otherwise where 
he ought himself to have knowledge of the 
particular matter or the question is one of 
practical procedure unless indeed questions 
of doubt are involved.’’ (Ibid., par. 832, 
p. 580.) 

A person purporting to act as a medical 
practitioner though not qualified was held 
liable for injury to the patient through 
wrong treatment (Ruddock vy. Lowe 
(1865), 4 F. & F. 519), and when a person 
assumed to act as ‘‘a surgeon and apothe- 
eary’’ he was held liable as such for negli- 
gent treatment (Jones v. Fay (1865), 4 F. 
& F. 525). 

As an instance of the protection afforded 
by taking the advice of another competent 
person, the case of Scholes v. Brook (1891), 
63 L.T. 837, is an example. In that case 
a mortgagee’s solicitors noticed on the 
title very considerable differences in the 
prices previously paid for the property, 
and pointed this out to the valuers, who, 
notwithstanding, adhered to their valuation 
on behalf of the mortgagee. The solicitors, 
knowing that the mortgagee would rely on 
the opinion of the valuers, did not point 
out to the mortgagee the variation in the 
prices. It was held that the solicitors had 
not failed in their duty to the mortgagee. 
You will notice that there, when the solici- 
tors became possessed of particular know- 
ledge that might affect the judgment of 
the valuer, they brought it to the notice of 
the valuer, who still adhered to his valua- 
tion. A similar course was adopted by the 
solicitors in Baxter v. Gapp & Co. Ltd. 
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(1938), 4 All E.R. 457; (1939), 2 All E.R, 
752, and they do not appear to have been 
attacked, though, as we shall see, the 
valuator was. 

You will notice that the liability is to 
‘fa person to whom he owes a duty to take 
eare.’’ This duty is plainly to the party 
who employs him. Whether he is liable to 
any other person depends upon the circum- 
stances for liability which may arise both 
ex contractu and ex delicto. (Turner v. 
Stallibrass (1898), 1 Q.B. 56 C.A.) 

This right in injured persons arising 
out of a wrong is particularly applicable, 
I think, to persons who allow their names 
to go on the prospectuses of companies 
calling for subscription for shares. Of 
course, the Companies Acts make statutory 
provision in relation to such matters, but 
the matter is here considered in a wider 
field of application, and apart from statute. 

In McAlister (or Donoghue) v. Steven- 
son (1932), A.C. 562, it was stated that 
‘‘a manufacturer of products which he sells 
in such a form as to show that he intends 
them to reach the ultimate consumer in 
the form in which they left him with no 
reasonable possibility of intermediate ex- 
amination, and with the knowledge that 
the absence of reasonable care in the pre- 
paration and putting up of the products 
will result in injury to consumer’s life or 
health owes a duty to consumer to take that 
reasonable care and an action by the ulti- 
mate consumer (though not a contracting 
party) will lie against the manufacturer.’’ 
The applicant drank a bottle of ginger bear 
manufactured by the respondent which a 
friend had bought from a retailer and 
given to her. The bottle contained the de- 
composed remains of a snail, which were 
not and could not be detected (the glass 
of the bottle being of a dark colour). It 
was held that the applicant was entitled 
to succeed against the manufacturer of the 
ginger beer put by him in the bottle. 

That case was followed and its prin- 
ciple applied to the repairer of a motor 
eycle (Malfroot v. Noxal Ltd. (1935), 51 
T.L.R. 551), and a woollen garment which 
eaused dermatitis (Grant v. Australian 
Knitting Mills (1935), 54 C.L.R. 49). 

An attempt to extend the doctrine of 
liability to parties outside the contract, by 
analogy, to professional persons failed 
(Old Gate Estates v. Toplis (1939), 161 
L.T. 227). And later a single judge said 
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plainly the doctrine of McAlister (or 
Donoghue) v. Stevenson is confined to neg- 
ligence which results in danger to life, 
limb, or health (Old Gate Estates Ltd. v. 
Toplis & Harding & Russell (1939), 3 All 
E.R. 209). So that we may safely say that, 
apart from contract and statute, there is 
no duty. It was stated in an earlier case, 
and it is still the law: ‘‘The law of Eng- 
land does not go to that extent; it does not 
consider that what a man writes on paper 
is like a gun or other dangerous instru- 
ment, and, unless he intended to deceive, 
the law does not in the absence of contract, 
hold him responsible for drawing his cer- 
tificate carelessly’’ (Le Lievre v. Gould 
(1893), 1 Q.B. 491, at p. 502). 

‘‘ Accountants and auditors are liable for 
failing to use that skill and diligence which 
a reasonably competent and careful ac- 
countant and auditor would exercise. Their 
duty arises out of corftract, and out of an 
obligation imposed on them under some 
statute, such as the Companies Act... . 
Although the standard of care and skill 
which can be demanded of an accountant 
is constant, the exact scope of his duties 
depends on the terms of his contract. 
Where, therefore, accountants were em- 
ployed to certify a return made by a 
branch office of an insurance company to 
the head office, but not to make an audit 
of the branch books, it was held that they 
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were not liable for failing to detect the 
fraud of one of the employees of the 
branch office (Maritime Insurance Co. v. 
Fortune & Son (1931), 41 LL.L. Rep. 16). 
Where accountants were employed to in- 
vestigate the accounts of a business before 
money was advanced by their client to the 
business, and the stock sheets which they 
examined in fact overvalued the stock by 
three per cent. but they failed to discover 
it, it was held that they were not negligent 
(Henry Squire Cash Chemist Ltd. v. Ball, 
Baker & Co. (1911), 27 T.L.R. 269), 
Lord Alverstone saying: ‘It was not the 
duty of an auditor to take stock, but the 
plaintiffs allefed that the stock sheets 


showed suspicious circumstances. It had 
been said that the auditor was not a de- 
tective, it was his duty to exercise what 


was reasonable care in the circumstances 
(Re Kingston Cotton Mill Co. (1896), 2 
Ch. 279). The most that could be said was 
that he must make a reasonable and proper 
investigation of accounts and stock sheets, 
and if a reasonably prudent man would 
have concluded on that investigation that 
there was something wrong it was his duty 
to call his employer’s attention to the 
fact’.”’ (The Law of Negligence, Charles- 
worth, 2nd ed., p. 422.) 

The liability, therefore, seems to be re- 
stricted to breach of contractual obliga- 
tions, and perhaps to deliberately wrong- 
ful acts being not mere negligence. 


COMMENTARY BY S. R. BROWN, F.I.C.A. 


We are greatly indebted to Mr. Cross 
for the work he has done in isolating the 
problems indicated. The subject he has 
tackled is, of course, the most complex 
possible. 

Now I have a few odd comments to make, 
and then I want to come to the substance 
of my commentary, which will take two 
points. 

Firstly, as to the odd matters. Mr. Cross 
refers to the danger of assuring the ac- 
countancy student that he really is a 
lawyer or as good as one. One must, of 
course, agree with that; but I must confess 
that I have never in my life heard of such 
assurance ever being given. Again—and 


this is really an extension of the same point 
—reference is made to accountants proceed- 
ing to abate legacies on the basis of what 
they feel the law to be. I have never heard 





of that being done either, and I have the 
feeling that accountants are ‘‘frightened to 
death’’ by the very look of that branch of 
the law. That is how these things look to 
me, at any rate, and I just want to say 
this: that if anyone tells an accountant 
that he is as good as a lawyer, I do not 
think that he should be ‘‘about.’’ 

Then, Mr. Cross criticizes the treatment 
of the law of mistake in a certain text book. 
If I may say so, I do not eonsider that this 
solves anything at all. I think that Mr. 
Cross is right when he says that mistake 
is a difficult branch of law and requires 
special treatment, but that also goes for 
most text books. Actually I think that the 
usual text book treatment of mistake re- 
quires an overhaul—it must take account 
of Bell v. Lever Bros. (which at present it 
usually does not), and perhaps the judg- 
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ment of Lord Justice Denning in Solle v. 
Butcher ({1949] 2 All E.R. 1107) will be 
very useful in revising the categories. 

In referring to accountants as expert 
witnesses, I would have liked Mr. Cross to 
have noted Lord Maemillan’s injunction 
that cross-examination be fair. He said: 
‘*Fair cross-examination—and I emphasize 
the epithet—is one of the best means of 
eliciting and testing the truth, but not all 
cross-examinations are fair’’ ( Law and 
Other Things, at p. 251). 

The recommendation that Stephens’ 
Digest of the Law of Evidence is useful for 
post-graduate reading should carry with it 
a variation as far as we in New South 
Wales are concerned. There is a: special 
N.S.W. edition by Shaw which we use here 
—but it will be very difficult to get. 

The last of the odd matters to which I 
wish to refer is the question of co-operation 
between lawyer and accountant. I would 
like to heartily endorse all that Mr. Cross 
has said on this in the various places 
throughout his lecture. But there are two 
matters as to which I think accountants 
should be most careful, and they are the 
preparation of partnership agreements and 
the preparation of memoranda and articles 
of association of companies. I think it is 
very necessary that the accountant co- 
operate with the lawyer in these matters 
and that he makes sure that he sees the 
draft documents before they are published. 
In the case of partnership agreements the 
reason is that in most cases (within my ex- 
perience, at any rate) lawyers do not ap- 
preciate the effect of the accounts pro- 
visions—particularly re goodwill—and the 
odd ¢elauses taken from the precedent book 
may be quite unsuitable. In the case of 
companies I should say that accountants 
are more concerned with matters of admin- 
istration and things like that than lawyers. 
Besides, in many cases he will have known 
the clients intimately for quite a period of 
time, and he will know the sort of things 
they want. Of course, where any of these 
documents prove unsuitable, that may not 
be the fault of the lawyer—he expects in- 








structions from his client and he usually 
supplies him with a draft to O.K., but the 
trouble is that the client is usually far more 
ignorant than the lawyer on these matters, 
and he will not be able to interpret the 
draft. 
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Now as to the two matters of substance 
which I want to discuss. The first is this: 
I would have liked Mr. Cross to make a 
comparative study of the training, atti- 
tude, and professional techniques, as it 
were, of the lawyer and accountant res- 
pectively. Unfortunately I can do little 
better than give you a hint of what is in 
my mind about this, because time is so 
short. But the essence of it all is that I 
think that we have a great deal to learn 
from law and lawyers. Let me give you one 
illustration. 


In order that the judicial process may 
function and individual cases before the 
Court may be treated juristically, it is 
necessary to exercise what Vaihinger calls 
an analogous apperception. Reasoning by 
analogy is of very great importance. You 
say that this set of facts before the Court 
is analogous to those on which the decision 
of so-and-so was based, and that therefore 
this case ought to be decided accordingly. 
Entailed in this is the laying down of 
principles and rules under which the facts 
of later cases are subsumed so that de- 
cisions may be arrived at. The lawyer 
understands , well the importance of 
‘‘theoretical rules’’—the accountant usual- 
ly does not. Let us take an example of 
Vaihinger’s ‘‘as if’’ philosophy. If, in a 
Sale of Goods Act, you see a rule to the 
effect that goods are deemed to be accepted 
if not returned in the proper time, you 
have there a rule which, theoretically, 
achieves nothing. Not only that, there has 
been a deviation from reality. From the 
practical standpoint, however, the fact that 
that can be done is of the greatest possible 
importance. In fact, Vaihinger claims that 
without such deviation from _ reality, 
thought could not attain its purposes. A 
good illustration of analogical reasoning 
has been given to you by Mr. Cross. You 
will remember that he pointed out how the 
principle of Donoghue v. Stevenson, where 
a manufacturer of a soft drink was sued, 
was applied to the repairer of a motor 
eycle. 


As I have said, I do not think the ac- 
countant understands so well the signifi- 
eance of principles and rules. When a 
lawyer goes to the books he will naturally 
hope to get something on all fours with 
the facts of his case, but if he does not he 
will usually have little difficulty in finding 
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Accounting and Law—continued 

and applying the principles and rules— 
and he will consider the elasticity of their 
content and so on. When an accountant 
goes to the books he goes, I feel, with a 
prejudice against theory (this is improving 
in recent years). It is almost as if he ex- 
pects to find the exact factual set-up in 
respect of which he seeks advice, and, not 
finding it, concludes that text books are of 
no use in practice. And then there is the 
other side of the picture. He might find 
in his text an illustration the facts of which 
appear to be similar to those of the case 
he is handling, but he may not be skilful 
in recognizing that there are features of 
his case which ought to require some varia- 
tion of the working of the problem the 
solution to which is given in the text. 
Lawyers are trained in the practice of 
distinguishing ; accountants are so trained 
only to a limited extent. 


I am sorry I have not more time to ex- 
pand on these points, but I do hope that 
you see the drift of what I am saying. 
Before leaving the matter, I want to say 
that I think that law breeds scholars; and 
we have, for example, in this University, a 


very distinguished scholar in Professor 
Julius Stone, whose Province and Function 
of Law oceupies a very high place in the 
legal literature of the world. Accounting 
does not, I feel, breed scholars, but even so 
we have got to have our Province and 
Function of Accounting—that is very im- 
portant to my mind. 


The second matter which I want to raise 
is the question of a revised curriculum for 
accountants. I doubt if the quantity of 
study material which an accountancy stu- 
dent has to go through is equal to a third 
of what the law student has to do. I think 
accountancy students should do a little 
more study, but their curriculum requires 
an overhaul to give more attention to ac- 
counting and more to some of the legal 
sections, while other legal subjects should, 
I feel, be cut out. In putting forward the 
following tentative syllabus, I would ask 
you to note that I have not had the benefit 
of discussion or argument on this, and it 
therefore suffers as a consequence. The 
subjects I would suggest are: 


Elementary Accounting 
About the same standard as the 
present Intermediate Accounting, but 
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deleting such subjects as branches and 
simple statement of affairs. 
Elementary Auditing 
Mainly all of the 
cedures. 
Then four law subjects: 
Mercantile Law 
Consisting of contracts, sale of goods, 
agency, partnership, elementary in- 
surance, and bills of exchange. Each 
should be studied from the Act where 
applicable, together with a mercantile 
law text book. More detail would be 
required than now provided. 
Legal Interpretation 
A small, special course, to cover about 
100 pages of text material, indicating 
main canons of construction ete. To 
be studied after contracts and before 
other mercantile law subjects. This 
course would have to be specially writ- 
ten. 
Company Law 
Very detailed—to be studied from the 
Act in conjunction with a company 
law text. 
Taxation Law 
Very detailéd—to be studied from the 
Act in conjunction with a taxation law 
text. 
Then six papers on Advanced Account- 
ing and Auditing as follows: 
1. Company Accounting 
2. Fiduciary Accounting 
Bankruptcy and executorship and 
trustees accounts—the main legal 
principles applicable can be made part 
of the accounting demonstration. 
. General 
To include miscellaneous matters such 
as advanced partnership accounts, 
branch accounts, ete. 
. Valuation and Interpretative Account- 
ing 
Valuation of shares, goodwill, stock- 
in-trade, analysis, statistics. 
. Cost Accounting 
. Auditing 
After we have our Provinee and Fune- 
tion of Accounting (whenever that may 
be), I would then add a seventh paper— 
on that. 
P.S.—Sinee the above lecture and after 
these notes were drafted, I have to hand the 
June issue of the Journal of Accountancy, 


elementary pro- 
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in which the recent decisions dealing with 
the illegal practice of law by accountants in 
income tax practice are reviewed. In the 
Lowell Bar Case the following observations 
were made in the course of judgment: 
*‘The work of an accountant necessarily 
brings him into touch with rules of law 
which he must understand if his computa- 
tions and conclusions are to stand the test 
of possible litigation. He must know the 
nature_and general legal effect of nego- 
tiable instruments, patent rights, corporate 
stock, and bonds of different kinds, insur- 
ance policies, and other contracts. He must 
appreciate the distinction between buying 


In The Accountant of the 7th January, 
E. B. Palmer has an interesting article on 
the problem of overhead rates and seasonal 
variations in productive output. The 
major steps required satisfactorily to deal 
with such variations in a jobbing factory 
employing a standard cost system whose 
produets are subject to considerable fluc- 
tuations in demand are summarized as 
under : 

(i) Caleulate the standard variable 
overhead expenditure involved in 
operating each machine, group of 
similar machines, or department 
(where all the work carried out is 
on similar machines or where all 
products that enter the department 
have to pass through all its stages) ; 
express the figure so determined as 
a rate per hour or other convenient 
measure of output affecting variable 
overhead expenditure. 

Determine the average price level 
which, if charged on the normal 
productive output obtainable, would 


(ii) 


Budgeted 
Desired Profit + Fixed Overheads — 
for Year 
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goods and taking them as bailee, agent, 
broker, and factor. He could hardly pre- 
pare a correct account for a partnership 
without a working knowledge of the main 
principles of the law of partnership. In 
preparing an account for a trust estate, he 


must understand the difference between 
principal and income, and the rules of law 
governing the allocation of receipts and ex- 
penses to the one or the other. Income 
taxes have produced a flood of judicial de- 
cisions and departmental rulings with 


which he must have adequate acquaintance. 

. A sharp line cannot be drawn between 
the field of the lawyer and that of the ac- 
countant.’’ 





yield a sufficient margin over vari- 
able outlay to cover fixed overheads 
leaving a surplus for profit. 

On the basis of this price, budget 
for sale in each period of the year, 
thus distinguishing periods of peak 
demand and slack demand. 


(ili) 


Concurrently determine production 
policy in periods of slack demand 
(e.g. whether and how much to 
make for stock, ete.) and adjust 
price policy in order that a maxi- 
mum contribution may be earned 
during these periods. 


Caleulate the additional rate (if 
any) to be applied to the variable 
outlays expended on products in 
order to arrive at the selling prices 
determined under (iv) above. 


Caleulate the additional rate to be 
applied during the remaining 
periods, that is of peak demand: 


(iv) 


~~ 


(Vv 


(vi) 


Budgeted Contribution (if any) of 
Slack Periods - 





Budgeted Output in Peak Periods 
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(vii) Pass rates calculated in (v) and 
(vi) above to Estimating (or other 
price-quoting) Department, with in- 
dication of periods during which 
each is to be employed. 

Revise, where necessary, the periods 
given in (vii) above in the light of 
orders received or obtainable. 
Collect actual expenditures incurred 
during each period and compare 
for control purposes with standard 
outlays analysed on a responsibility 
basis. 

Frank S. Capon, in an article in The 
Canadian Chartered Atcountant, Febru- 
ary, discusses the responsibilities of a con- 
troller as defined by the Controllers’ Insti- 
tute. These cover planning, reporting, re- 
viewing, making returns, interpreting 
effects of external influences, and protect- 
ing the assets. 

In The Cost Accountant, January, L. A. 
Gossman, in an article entitled ‘‘Organi- 
sation and the Industrial Accountant,’’ 
discusses the rules of organisation and 
their practical application for account- 
ants. The rules discussed are: 


(1) 


(viii) 


(ix) 


Arrangement of duties must be de- 

signed to fulfil a defined objective. 

) Duties and. responsibilities should 

be clearly defined, certainly for the 
major activities, and preferably in 
writing, and the relationship be- 
tween one responsibility and another 
should be shown. 
When size of the organization de- 
mands delegation, this should, as 
far as possible, take place according 
to the nature of the skill involved 
in the activity to be delegated. 
Authority should correspond with 
responsibility. 
There should be a clear line of re- 
sponsibility from the chief execu- 
tive to the points where policy must 
be carried into operation. 
The principle of balance—one unit 
in an organisation must not get dis- 
proportionately stronger or weaker 
than another. 

A convincing article in The Cost Ac- 
countant, February, by W. Coutts Donald, 
explains the fundamentals behind the 
standard cost method of presentation of 


(2 


~ 


r 
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cost information and the reasons why 
standard costs are a good tool for manage- 
ment. 


In The Journal of Accountancy, Feb- 
ruary, Walter B. McFarland, Supervisor 
of Research, National Association of Cost 
Accountants, gives the results of a survey 
conducted by the N.A.C.A. to determine 
how standard costs are being used for con- 
trol budgeting and pricing. A survey of 
72 systems showed that a substantial num- 
ber of the companies are not making full 
use of the potentialities of standard costs. 
The conclusion is drawn from the survey 
that standard costs need to be reasonably 
current at all times when used for cost 
control, hence changes in control standards 
are made more or less continuously. Sev- 
eral solutions are suggested to the problem 
of keeping standards up to date with a 
minimum of clerical expense. 


In The Cost Accountant, February, W. 
G. Howes discusses the relationship of 
time and motion study to standard costs. 
After a brief history of time and motion 
study, its uses in fixing standard labour 
costs, standard indirect labour, and stan- 
dard overheads are described. Other uses 
are provision of accurate job descriptions, 
work specifications, and _ instructions. 
Methods study is an aid to increased pro- 
duction with subsequent cost reductions, 
and the information obtained leads to more 
efficient cost control with subsequent bene- 
fits all round. 


An article by H. W. Rowden in The 
Accountants’ Journal (N.Z.), December, 
relates some experience in accounting for 
industry. Valuable points made are the 
need for integration of financial and cost 
records, for the preparation of proper 
financial records in any manufacturing 
business, and for separate manufacturing 
and profit and loss accounts. Standard 
costs are said to be suitable for adaptation 
to New Zealand conditions, and a proper 
analysis of financial and costing records 
leads logically to budgetary control. There 
are also useful comments on the presenta- 
tion of accounts. 


In the same issue of The Accountants’ 
Journal, E. D. Bennett advocates cost of 
sales accounting in place of the conven- 
tional trading account based on physical 
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inventory. The article is illustrated by 
specimen forms for use in a motor-trading 
business. 

In Cost and Management, January, N. 
R. Barfoot gives a short case study of ac- 
counting for idle plant costs in a concern 
manufacturing mineral wool for insulation. 

Stephen V. Troll, in The Journal of Ac- 
countancy, January, maintains that small 
business needs more cost accounting infor- 
mation if it is to be independently run. 
The reasons why small businesses are re- 
luctant to accept cost accounting are: 

(1) Cost accounting has the reputation 
of being a costly affair. 

Many people (not -only laymen) 
think, or act as if they think, that 
cost accounting cannot be used by 
small enterprises. 

Similarly, there is a tendency to 
believe that only manufacturers 
need cost accounting. 

Some people (laymen only) think 
that cost accounting is merely 
another device to help the account- 


(2) 
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ing profession rather than their own 
business. 

Many people (not only laymen) do 
not know what cost accounting is. 
The familiarity of proprietor with 
the product and his constant pres- 
ence accomplish many of the pur- 
poses served by cost accounting. 

All of these objections can be refuted. 
Some accounting techniques important in 
eost work which could be introduced with- 
out prohibitive cost for the benefit of some 
small businesses are: 

perpetual inventory, 

short-period statements, 

a voucher system, 

departmentalization, 

quantity records, 

cost analysis through the use of 
control and subsidiary accounts, 

statistics, and 

ratios. 

B. Manchevsky, in The Cost Accountant, 
February, describes the general principles 
of standard cost systems as operated in 
footwear factories in South Africa. 


(5) 
(6) 


ACCOUNTING THEORY 


Is accounting a science or an art? Curt 
Gruneberg, in The Accounting Review, 
April, rejects the claim of those account- 
ants who hanker to be called scientists. His 
main objection is that accountants do not 
want to establish ‘‘fundamental truths.’’ 
Their rules, derived from experience and 
reason and not based on logic and scientific 
methods, cannot properly be called prin- 
ciples; but, for the comfort of those who 
may be disappointed at being called artists 
and not scientists, he holds that ‘‘an ac- 
countant has an increasingly important 
place in our community regardless of the 
classification of his work as systematic or 
scientific, if he is a good accountant.’’ 

For almost 20 years the American Ac- 
counting Association has been issuing, at 
intervals, statements of accounting con- 
cepts and standards. The last of these was 
the 1948 statement. In The Accounting 


Review, April, Perry Mason critically ex- 
amines certain aspects of this statement, 
particularly its attitude towards account- 
ing for price changes, and its failure to 
recognise the significance of current costs. 
He also questions its insistence on the all- 
The 


inclusive type of income statement. 





Association has wisely decided that con- 
tinuous review of accounting concepts and 
standards is desirable, and in 1949 it set 
up a committee, under the chairmanship 
of Ralph Coughenour Jones, to institute a 
continuous programme of study and re- 
search. The Accounting Review, April, has 
a short report for the 1949 committee by 
its chairman on the shape which this pro- 
gramme should take. 


The controversy about accounting for 
price-level changes is still raging. In The 
Journal of Accountancy, March, G. O. 
May, in a reply (entitled ‘‘The Choice Be- 
fore Us’’) to an article in the same Journal 
for December, 1949, by Maurice Stans, has 
many interesting things to say about the 
possibility and desirability of uniformity 
in accounting. He gives particular atten- 
tion to the use of accounting in measure- 
ment of the national income, and to the 
question whether accounting rests on the 
‘‘eost principle.’’ He points out that ‘‘in- 
come itself is an abstract concept that can 
be made definite only by definition and 
cannot be implemented without the exercise 
of judgment in appraising events and deal- 
ing with borderline cases. Accounting,”’ 
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he says, ‘‘ does not rest on any single prin- 
ciple or on any single concept of income,”’ 
and intelligent variation is more desirable 
than wooden conformity to rigid standards. 
The March issue of The Journal of Ac- 
countancy has also a rejoinder by Maurice 
Stans. 


In The Accounting Review, April, 
Russell Bowers examines objections to in- 
dex number accounting. He enumerates 
and answers seven objections : 

(1) Index numbers are not accurate. 


(2) It is not possible to determine which 
index number should be used in a 
given case. 


(3) The use of index numbers attempts 
to measure purchasing power, and 
conversion of costs or receipts by 
use of such numbers does not create 
or destroy actual purchasing power. 


Profit is the difference between cost 
and revenue: recognition of an ele- 
ment of gain or loss resulting from 
the use of index numbers would 
obscure the true results of mana- 
gerial skill by confusing results of 
managerial decisions with general 
price movements. 


It is too difficult to reconcile the re- 
sults of index number accounting 
with established legal principles, es- 
pecially as regards taxation and the 
distribution of profits. 
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(6) Accounting statements are, at best, 
an imperfect projection of reality; 
it is no use making them seem more 
complicated and less _ intelligible 
than at present. 
Information provided 
number accounting would 
little use to anyone. 

Mr. Bowers concludes that the valid objec- 
tions to index number accounting are few. 
Unless the general price-level remains con- 
stant, better index numbers should be con- 
structed. Finally, he asks: Why should 
people be more cautious in the use of index 
numbers in reporting economic real profit 
than they are in using index numbers in 
reporting other economic data? 

On the side of orthodoxy in accounting 
for depreciation, C. A. Ashley, in The 
Canadian Chartered Accountant, April, 
maintains that depreciation accounting is 
often confused with financing of replaee- 
ments. The problem of rising costs is a 
management problem, not an accounting 
problem. ‘‘The position will become hope- 
less,’’ he says, ‘‘if we cannot determine the 
profits of a business for any year until we 
know what the price-level will be in five, 
ten, or twenty years’ time.’’ Again, ‘‘why 
should an old-established business be al- 
lowed to carry on indefinitely with the 
same dollar capital, making higher and 
higher charges for depreciation and being 
allowed more and more in taxation, while 
an entirely new company could carry on a 
competitive business only by raising a 
larger dollar capital?’’ 


by index 
be of 


FINANCIAL STATEMENTS 


The accounts provisions .of the new 
English Companies Act came into force 
on Ist July, 1948. These provisions were, 
in some respects, so revolutionary that it 
is of particular interest to read informed 
opinions as to the way in which they have 
worked out in practice, and their effect on 
the clarity of company balance sheets in 
the United Kingdom. The Accountant, of 
the 11th February, has the third article in 
a series of critical reviews of published ac- 
counts. Previous articles on the subject 
had appeared in The Accountant of the 
10th December, 1949, and 14th January. 
This third article, by J. Clayton, supports 
the conclusion arrived at by Mr. Touche in 
the previous article, that clarity of ex- 
pression in published accounts is often lost 


‘through the accountant’s preoccupation 
with his machinery’’ and that, in general, 
‘*the new Companies Act has led to a mul- 
tiplicity of detail which obscures essen- 


tials.’” He quotes the tendency to include 
in balance sheets a great number of re- 
serves instead of, as recommended by the 
Institute of Chartered Accountants in 
England and Wales, distinguishing only 
between capital reserves and revenue re- 
serves. In The Accountant of the 25th 
March, Charles M. Strachan, writing on 
**Post-war Accounting: Recent Develop- 
ments in the Form of Acecounts,’’ also 
pleads for simplicity. He deals in particu- 
lar with such matters as the treatment of 
taxation, deferred repairs, additional de- 
preciation provisions, and internal reserves. 
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On the other hand, in The Accountant 
of the 18th February, H. C. Edey, on 
**Published Accounts as an Aid to Invest- 
ment,’’ challenges the demand for simpli- 
fication. He thinks that it is difficult to 
simplify without becoming misleading, and 
that the complexity of published financial 
statements is an inevitable consequence of 
the increasing complexity of modern busi- 
ness. His article is very largely a plea for 
greater disclosure even than is required by 
the Act. Accounting documents as histori- 
eal records have definite limitations. These 
limitations could be lessened, though not 
removed, by fuller disclosure. He believes 
that it is unfortunate that the Act does not 
require the amount of sales turnover to be 
disclosed. Trading profits should be separ- 
ated from other income, and should be 
broken down into results of different trad- 
ing activities; greater frankness is called 
for in showing the basis of stock valuation ; 
the separate showing of exceptional items 
in the profit and loss statement is useful, 
but. its value would be increased if it were 
shown how they had arisen; the variety of 
methods used for recording provisions or 
reserves for depreciation and asset replace- 
ment is confusing. He agrees, however, 
with Mr. Clayton and Mr. Strachan that 
there is a tendency to show too many re- 
serves. 

Another interesting article, entitled 
*‘Scientific Disclosure: Information for 
Shareholders and the Public,’’ by Brad- 
bury B. Parkinson, in The Accountant of 
the 18th March, says that disclosure is the 
fundamental problem for modern account- 
ancy. Current professional standards are 
in a state of flux. In individual cases there 
are three channels for disclosure: the chair- 
man’s speech, the directors’ report, and the 
published accounts. There is danger of 
congestion in the published accounts, and 
the directors’ report is the most suitable 
medium for conveying detailed informa- 
tion. In the past, it has been ‘‘ outrageously 
treated.’’ The article goes on to examine 
features of recent published financial state- 
ments and to compare practice in the 
United Kingdom with that in the United 
States. 

The demand for disclosure is also evi- 
dent on the other side of the Atlantic. A. 
Frank Stewart, in The Journal of Account- 


The Australian Accountant 


(Continued or page 389) 


October, 1950 


ancy, April, maintains that liberal dis- 
closure can make the balance sheet more 
useful. Beyond minimum standards, dis- 
closure is a matter of judgment, and the 
article sets out the rules used by the author 
in assisting him to formulate sound judg- 
ment. He discusses the question of dis- 
closure in relation to such items as cash, 
book debts, stocks, investments, intangible 
assets, prepaid expenses, and deferred 
charges, current liabilities, surplus, re- 
serves, and contingent liabilities. 


In The Journal of Accountancy, April, 
E. B. Wilcox deals with the particularly 
difficult question of the accountant’s re- 
sponsibility for disclosure of events after 
balance sheet date. Sometimes events oc- 
curring after balance sheet date make the 
balance sheet or income statement mislead- 
ing. The question arises as to the auditor’s 
responsibility for discovering and report- 
ing such events. The article cites instances 
dealt with in releases by the Securities and 
Exchange Commission, describes a ‘‘rea- 
sonable investigation’’ of later events, and 
concludes that ‘‘it is entirely reasonable to 
hold the certifying accountant responsible 
for the kind of subsequent investigation 
described, and subject to that investigation 
or such other knowledge as he may have, to 
hold him responsible for disclosure of facts 
which he is competent to judge and believes 
to be material with respect to the financial 
statements he has certified.”’ In The 
Journal of Accountancy, March, Warren 
W. Nissley, a regular contributor to the 
Journal and a well-known lecturer in the 
United States, who died the day before this 
paper was delivered, writes on ‘‘Use of 
Short-term ‘Capital’ Loans Growing: 
Bankers Need Income Statement more than 
Balance Sheet.’’ He defines capital loans 
as loans that can only be paid back out of 
profits. This increasingly popular method 
of business finance means that from the 
ereditor’s standpoint the emphasis is no 
longer on the quick assets on which he may 
*‘pounce,’’ if necessary, but rather on 
evaluation of the borrower’s earning 
power. That has naturally concentrated at- 
tention on the income statement rather 
than on current financial position. 


In The Accounting Review, April, K. C. 
Tiffany has a useful article on ‘‘Reports 
for Management.’’ Management requires 
four things from an operating statement: 
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Current Problems in Overseas Journals—contd. 

(1) What were the results? 

(2) Who was responsible for the re- 

sults ? 

(3) Were the results in keeping with 

planned performance? 

(4) What was the effect of the results 

upon financial condition ? 
Essentials of usable reports for manage- 
ment are that they should be promptly fur- 
nished, should include comparisons with 
standards, should be consistent and simple, 
and should be factual. 

Particular attention is being given over- 
seas to the source and application of funds 
statement. J. D. Campbell claims, in The 
Canadian Chartered Accountant, April, 
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that this statement presents, in certain re- 
spects, a more informative and more 
readily understandable picture of certain 
aspects of stewardship than either the 
balance sheet or the profit and loss state- 
ment. It also carries wide implications for 
social accounting purposes. It should be an 
essential part of a set of financial state- 
ments. The article also discusses improved 
forms of the statement. In a short note in 
The New York Certified Public Account- 
ant, John N. Myer also advocates an im- 
proved form based on an analysis of: 
(a) transactions increasing working 
capital, and 
(b) transactions 
capital. 


decreasing working 


STOCK-IN-TRADE 


In The Journal of Accountancy, April, 
Kenneth F. Byrd diseusses the differences 
between British and American concepts of 
‘‘market’’ in inventory pricing. He com- 
pares the recommendations on accounting 
principles of the Council of the Institute of 
Chartered Accountants in England and 
Wales with the Accounting Research Bulle- 
tins of the American Institute of Account- 
ants. The British authorities have aban- 
doned replacement as a permissible inter- 


pretation of market, and have adopted net 
selling value as the proper interpretation. 
The Americans still cling to replacement. 
Examination of a number of accounts by 
Mr. Byrd shows that differences of as much 
as 15% in the disclosed net income result 
from the adoption of these differing bases. 
The American treatment is more ‘‘conser- 
vative.’’ The author concludes that the 
English treatment is much more logical, 
reliable, and useful. 


MECHANIZED ACCOUNTING 


In The Journal of Accountancy, Decem- 
ber, Justin C. Harris describes, with an 
illustrative ‘‘check list,’’ how to analyse 
the suitability of different accounting 
machines for a particular job. The article 


also shows how, by planning the prepara- 
tory work, maximum benefit and economy 
may be secured from a machine and its 
operator. 


PUBLIC ACCOUNTS 


Research, January, 
Harry Norris, in an article entitled ‘‘The 
Exchequer Accounts,’’ gives a critical 
comparative review of several published 
comments on public accounts. These in- 
clude J. R. Hicks, ‘‘The Problem of Bud- 
getary Reform,’’ F. Sewell Bray and Rich- 
ard Stone, ‘‘The Presentation of Central 
Government Accounts,’’ and Sir Harold 
Howitt, ‘‘Idle Thoughts of an Idle Fellow 
of the Institute of Chartered Accountants 
on Government Accounts and Related 


In Accounting 


Matters.’’ He comments on the dangers 
of pointing a complete analogy between the 
significance of capital and revenue in 
business finance as compared with govern- 
ment finance, and also discusses the alter- 
natives of cash or accrual accounting, the 
significance of budget surpluses or defici- 
encies, the place of capital taxes in the 
budget, administrative accounting, and 
budget accounts, national income and the 
revenue, capital and ‘‘resting’’ accounts. 


RECEIVERSHIPS 


An article by R. G. Leach in The Ac- 
countant of the 14th and 21st January 
describes the practical difficulties met by 


professional accountants in handling re- 
ceiverships. 
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The addresses of the publications referred to in 
this article are: 
The Accounting Review, 
450 Ahnaip Street, 
Menasha, Wisconsin, U.S.A. 
The Journal of Accountancy, 
270 Madison Avenue, 
New York 16, N.Y., U.S.A. 
The Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, Ontario, Canada. 
The Accountant, : 


42 Baker Street, 
London, England. 
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The Cost Accountant, 
63 Portland Place, 
London, W.1, England. 
Cost and Management (Canada), 
66 King Street East, 
Hamilton, Ontario, Canada. 
The New York Certified Public Accountant, 
677 Fifth Avenue, 
New York 22, N.Y., U.S.A. 
The Accountants’ Journal (N.Z.), 
York House, 
Lambton Quay, 
Wellington, C.1, N.Z. 
Accounting Research, 
Cambridge University Press, 
Bentleigh House, 
200 Euston Road, 
London, NW.1, England. 


THE AUSTRALASIAN INSTITUTE 
OF COST ACCOUNTANTS MARCH, 1950 
EXAMINATIONS 


EXAMINER’S REPORT ON FINAL COSTING—FIRST PAPER 


Ninety-six candidates submitted papers 
for this subject. Forty-seven passes were 
obtained, 30 candidates received between 
65% and 70%, while 17 received between 
71% and 90%. One candidate obtained 
90%. 

The standard of the work presented was 
an improvement on recent examinations. 
Presentation of the work could be greatly 
improved in many cases of failure in this 
paper. 

A detailed analysis of the marks awarded 
was: 

ae -.<° a eee 

to 90 .. .. 4 candidates 
wae as ee = 

oe fe . . @ 

ee As low 

ae «1 <« 

oe faa cc) Oe 

SS see 

eae «ae! = 


The average percentage of marks ob- 
tained in each question, the number of can- 
didates obtaining a pass, and the number 
of candidates awarded full marks for each 
question were: 


Number of 
Candidates 
Awarded 
Full Marks 


Number of 
Candidates 


Average 
Question Percentage 
No. Marks Awarded 
Obtained Pass (65%) 
53% 36 
55% 45 
53% 35 
64% 49 
68% 64 1 


Full paper 57% 47 vi 
Question 5 was the only question where 
the average marks exceeded the pass per- 
centage of 65, and questions 4 and 5 were 
worth only 30 marks together. 
Detailed comments on individual ques- 
tions : 


QUEsTION 1.—30 marks. 

This called for a report to management 
setting out recommendations for the main 
features of a cost installation. 

Generally speaking, this question was 
badly handled and many faults were evi- 
dent. Major errors which were made by a 
large number of candidates were: 


(1) Conversion of the one process, divis- 
ible into five cost centres, into five 
separate processes. The question 
ealled for standard operation cost 
treatment. 
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Report on First Paper—continued 


(2) Packaging department treated as a 
service department, with an arbi- 
trary proration of its costs over 
other cost centres. Standard costs 
should have been the only recom- 
mendation under the conditions de- 
scribed in the question. 

Finished goods store was ignored by 
over 50% of the candidates, and 
many others treated it as a service 
department and prorated its costs 
over the other cost centres. One 
eandidate only considered its costs 
should be treated as an item of dis- 
tribution cost. 

Maintenance workshop employing 
20 tradesmen. Many candidates 
prorated this expense on floor space 
and value of plant basis. Job costs 
to record actual costs against depart- 
mental budget figures for all depart- 
ments was expected. 

Failure to prepare a ‘‘report,’’ as 
asked. Generally, the answer re- 
quired was a system of standard 
costs combined with flexible budgets 
and the use of differential cost 
studies. 

Seven candidates 

answers. 


submitted excellent 


QUESTION 2.—25 marks. 

This called for a differential cost state- 
ment. Almost all candidates appeared to 
have been prepared for such a question, 
and the majority failed on this question for 
the one reason —the calculation of unit 
costs. 


Unit costs were not necessary, but many 
candidates spent a great deal of time caleu- 
lating them. They then recommended a 
level of production which gave either of 
these : 

(1) the output which gave the lowest 
cost per unit, viz. 30,000 handbags; 
or 

(2) the output which gave the greatest 
percentage of profit; 


and neither of these two rates of output 
was the one which gave ‘‘the most profit- 
able operations for the year,’’ viz. 24,000 
handbags. 

Many candidates failed to show the dif- 
ferential costs in their statements when 
this was asked for in the question and 
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necessary for an easy solution of section 
(b) of the question. 


QUESTION 3.—15 marks. 


Treatment of holiday and sick pay in the 
cost accounts. This question received the 
greatest number of failures of the five 
questions. Twenty candidates were awarded 
less than five marks. 


Despite the fact that New Zealand does 
not have award provisions for sick pay, as 
does Australia, the New Zealand candi- 
dates handled this question in a better man- 
ner than those from any Australian State. 


One method sought was the inclusion of 
a loading on wage rates to cover the cost of 
holiday and sick pay—treatment as a direct 
charge instead of treatment as expense or 
overhead—because of the size these items 
of cost have now assumed under the various 
wages awards. 

A major fault in answers was a brief 
description by candidates of three methods 
of allocating holiday and sick pay to de- 
partments—labour cost, labour hours, and 
machine hours methods. 


QUESTION 4.—16 marks. 

Dealt with cost centres. This question 
was very badly handled by 25 candidates. 
A number did not know what a cost centre 
was. 

Main faults were: 

(1) Stating that cost centres only ap- 

plied in a process industry. 

(2) Stating that they applied to mach- 

ines only. 

(3) Stating that they were only used as 

a basis for the apportionment of ex- 
pense by the cost accountant. 
QUESTION 5.—14 marks. 

This question was misread by a large 
majority of candidates, who regarded the 
words ‘‘material records under a system of 
perpetual inventory’’ as meaning bin cards 
in the stores, kept by the storeman. 

As some 80% of eandidates did this, 
marks were not affected where a full 
answer with reasons was given. 


CONCLUSION 


A number of the failures appeared to 
be due to spending too much time on ques- 
tion 2 and then having to rush the others. 

There is still the tendency of failing to 
read questions fully and supply the infor- 
mation actually asked for. 
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Presentation of the work left a great 
deal to be desired, and a number of can- 
didates ran the grave risk of writing on 
the back of paper, contrary to instructions 
on the examination paper. Marks were lost 


i a ae a 
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for this practice, and there always is the 
possibility that this work may be over- 
looked. 

Forty-seven passes out of 96 papers was 
a much better result than has been obtained 


on the First Paper for some time, and in- 
cluded four excellent papers. 


EXAMINER’S REPORT ON FINAL COSTING — SECOND PAPER 


Ninety-seven candidates presented them- 
selves for this paper, but one did not sub- 
mit any answers. An analysis of the marks 
obtained by the other 96 candidates is as 
under : 

Under 45 marks .. .. 5 
45-54 marks y 
55-59 __—séey, 

60-64 __,, 


65-69 __—s, 
70-74 _ —s«, 
75-79 
80 and over 
35 


96 


Thus, almost two-thirds of the candi- 
dates failed to reach the pass standard, and 
of those who did reach pass standard ap- 
proximately half obtained little more than 
the bare minimum of marks required for a 
pass. This result can only be regarded as 
disappointing, particularly as the paper 
could not by any stretch of imagination be 
regarded as an exceptionally difficult test. 

Serious weaknesses were evident in the 
answers to all questions, with the exception 
of questions 4 and 5. This is shown by the 
following analysis of the average marks 
obtained in the various questions: 


Question Average Percentage 
Marks Obtained 


46.46 

50.28 

55.48 

was Pek ew es 72.45 

5 er ee 89.23 
QUESTION 1 called for two skeleton classi- 
fications of financial ledger accounts as 
they would be arranged under two differ- 
ent kinds of relationship between financial 
and cost records. A great many candidates 
were evidently completely unacquainted 
with classification charts. Many submitted 
ledger accounts, others submitted detailed 
descriptions of the two accounting systems, 


others submitted diagrams of the two ac- 
counting systems. There were also many 
cases in which the two systems were con- 
fused, and very few candidates showed a 
proper appreciation of the difference be- 
tween a system in which the conventional 
manufacturing account is retained in the 
financial ledger and a system in which this 
account is replaced by a series of control 
accounts and a cost of goods sold account. 


QUESTION 2 was an exercise in statistical 
method, calling for the calculation of trend 
values, removal of the influence of trend, 
and a calculation of a co-efficient of corre- 
lation between the series so corrected and 
another series. The majority of candidates 
experienced trouble in removing the in- 
fluence of trend from the original data, 
and many of them calculated the co- 
efficient of correlation before removing this 
trend. Apart from these serious defects, 
there were an extraordinary number of 
arithmetical errors in the calculations, and 
the final results obtained were in most cases 
very wide of the mark. 


QuEsTION 3 dealt with manufacturing 
expense budgets, with the reasons why it is 
desirable to divide a factory into depart- 
ments, the method of conversion of a yearly 
budget into a monthly budget, and the 
principal causes of difference between 
budgeted manufacturing expense and ac- 
tual manufacturing expense, and between 
budgeted manufacturing expense and ab- 
sorbed manufacturing expense. A surpris- 
ingly large number of candidates made no 
mention of the important point that 
division of a factory into departments is 
necessary in order to establish a sound 
basis for the absorption of expense into 
production cost. The conversion of a yearly 
budget into a monthly budget was fairly 
satisfactorily handled by most candidates, 
but there was a great deal of confusion as 
to the causes of difference between bud- 
geted actual and absorbed expense. Quite 
clearly, the majority of candidates have an 
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Report on Second Paper—continued 


inadequate grasp of the fundamental 
points in accounting for manufacturing 
expense. 


QUESTION 4 was an exercise in joint 
costs, but it was interpreted by almost all 
the candidates as a simple exercise in the 
tabulation of costs on two spread products. 
In view of the large number of candidates 
who misinterpreted the question, the 
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answers were lightly marked. To some ex- 
tent, this accounts for the high average 
percentage of marks obtained in the ques- 
tion. 

QUESTION 5 was a simple question in allo- 
eation of manufacturing expense in three 
departments to a completed production 
order. Most candidates had no difficulty 
in handling this question, but here again 
there were numerous errors in the very 
simple arithmetical calculations involved. 


EXAMINER’S REPORT ON FINAL COSTING—THIRD PAPER (SUBJECT K) 


Although average marks gained in this 
paper were 59.6%, only 32% of candidates 
obtained pass marks (65 or more). A fur- 
ther 22% gained between 60 and 64. Marks 
ranged from as low as 24 (in this case the 
candidate answered only two questions) to 
80 (obtained by two candidates). 


Too much stress cannot be placed on the 
importance of carefully reading each ques- 
tion, as some candidates failed to answer 
certain sections of the questions or lost 
valuable time in dealing with points not 
raised in the questions. 


Question ea ais a 2 
Marks allotted 15 15 
Average marks 7.2 9.7 
= Average % 48.0 64.7 


This was noticeable in queStion 2, in 
which the candidate was asked to show the 
effect on inventory values, but dealt in- 
stead with the effect of pricing issues on 
the cost of the job. In question 3, entries 
for material were asked for, but in several 
eases entries for labour and expense were 
given also. In some answers candidates de- 
fined the break-even point in question 4, 
when the actual sales figure at this point 
was required. 

Average marks obtained in each ques- 
tion, with the relative percentages, were as 
follows : 


3 5 
25 25 
15.9 15.5 
63.6 62.0 


Total 

100 
59.6 
59.6 


The percentage of passes was as follows: 


Question St ae 2 
Pass % 17 44 


Total 


3 5 
5 32 


32 44 3 


This indicates that question 1 presented the most difficulty to candidates, while 
questions 2 and 4 were handled more satisfactorily. 
A further indication of the spread of marks gained in each question is provided 


by the following table: 


Percentage of Candidates 


2 
10 
13 
33 
15 

7 
22 


Question 
Under 50 
50-54 

55-59 

60-64 

65-69 

70-74 

75 and over .. 
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100 
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The percentage of candidates gaining 75 
marks or over in all questions except the 
first would suggest that a greater number 
should have obtained the same marks over 
the whole paper than the 4% shown by the 


3 4 5 
6 26 7 
3 13 3 
13 7 16 
46 10 39 
6 12 11 
i) 13 9 
17 19 15 


100 


Total 


bo ho bo 


-eROoIN~AhN~ 


“100 


100 


100 


table. This was not the case, of course, as 
the standard set by the candidates con- 
cerned, in individual questions, was not 
consistent over the whole paper. 
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Report on Third Paper—continued 


QUESTION 1. 

More candidates secured less than 50% 
in this question than in any other, mainly 
because they confused the principle of the 
Halsey Plan, i.e. of an equal sharing with 
the employer of time saved, with other in- 
centive plans, many candidates even speci- 
fying the principles of straight piece work. 

Very few candidates explained that the 
circumstances in which its use is appropri- 
ate lies in cases where the work is not ac- 
curately time studied or where uncon- 
trolled factors or external influences affect 
the attainment of standards where these 
have been accurately predetermined. 

Under the Halsey Plan it is not antici- 
pated that the standard will be achieved, 
and therefore savings over 624% efficiency 
are shared between employer and employee. 
QUESTION 2. 

The choice of method of pricing 
materials involving standards was hardly 
appropriate to this question, nevertheless 
several candidates elected to quote this 
method as one of the alternatives. 

Apart from this, the first part of the 
question presented no difficulty; but the 
second part was misinterpreted, as the 
point at issue involved the effect on the 
value remaining in the inventory when 
using the alternative methods under rising 
or falling prices, and not the effect on 
costing to jobs. 

Obviously the principle of valuing the 
inventory balances at the lower of cost or 
market can be adversely affected by the 
choice of method in these different cireum- 
stances. 

QUESTION 3. 

Many candidates were not clear on the 
difference between an estimate and a stan- 
dard cost system in charging materials to 
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work in progress and in the transfer of 
finished work; the estimate cost system re- 
quiring charges to work in progress at 
actual and the transfer to finished goods 
and the balance in work in progress ac- 
count to be valued at estimated cost. 


Some candidates incorrectly referred to 
the complete posting of individual cost 
sheets under a standard cost system. 


QUESTION 4. 

This question required an illustration in 
graph form. 

The most common error observed in com- 
piling the profit control chart lay in the 
treatment of both selling and administra- 
tive expenses as fully variable or of selling 
expenses as fully fixed, although this was 
clearly set out in the question. 

This naturally resulted in an incorrect 
break-even point and profit at the 75% and 
90% levels of capacity. 

Most candidates took the precaution to 
cheek their observations from the chart by 
working out the required answers. 

A few candidates suggested that a differ- 
ent break-even point occurred at different 
levels of capacity, indicating lack of famili- 
arity with this important device of the cost 
accountant. 

QUESTION 5. 

Candidates were expected to show, em- 
bodied in the report, a reconciliation be- 
tween standard cost of production and 
actual cost by individual variances, thereby 
stressing the cost of off-standard perform- 
ance. 

Some did not distinguish between 
material price (£20) and usage (£85) vari- 
ances with product ‘‘B’’. 

Expense volume (or efficiency) variance 
was not separated from absorption (idle 
capacity) variance in many instances. 
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Edited by 
J. M. GREENWOOD, LL.B., F.1.C.A. 


GOODWILL AND ITS RELATION TO BUSINESS PREMISES 


by 


L. A. LITTLg, A.1.0.A., A.C.LS. 


Much controversy has taken place over 
the meaning of the words ‘‘any goodwill 
or licence attached to or connected with 
land’’ in s. 83 of the Commonwealth In- 
come Tax Assessment Act 1936-1949. The 
earlier view as expressed in 10 C.T.B.R. 
Cas. 26, at p. 81, was that ‘‘as . . . local 
goodwill of a business is necessarily at- 
tached to or connected with the premises 
in which the business is carried on, we can- 
not avoid the conclusion that it is also ‘at- 
tached to or connected with land’.’’ Sub- 
sequently, in Phillips v. F.C. of T. (1947), 
4 A.I.T.R. 89, it was held that goodwill, 
although local in character, was related to 
the whole area for which a newspaper 
franchise was granted: there was no par- 
ticular advantage in the situation of the 
newsagent’s shop, and in fact there was 
evidence that the business had previously 
been carried on in another shop. 

The matter of whether local goodwill at- 
tached to a particular piece of land was 
discussed recently in the Commonwealth v. 
Reeve and Anor. (1949), 78 C.L.R. 410. 
The respondents had conducted a coffee 
lounge in a room in a building compul- 
sorily acquired by the Commonwealth Gov- 
ernment, and claimed compensation under 
the Lands Acquisition Act 1906-1936 on 
the ground ‘‘that the business carried on 
by them on the leased premises had a sub- 
stantial goodwill based entirely or almost 
entirely on locality and not on personality 
and therefore attached to the land and not 
to the individuals, and the value of that 
goodwill must therefore be reflected in the 
value of their interest in land of which 
the resumption deprived them.’’ It was 
held that the goodwill of the business at- 
tached to the land, and the respondents 
were therefore entitled to compensation. 

Dixon, J., stated, at p. 424, ‘‘the trade 
the plaintiffs did in the coffee house de- 
pended upon the continuance of their occu- 
pation. Once they lost possession of the 
shop they lost their business. In that sense 


their business was localized. This gave 
their right to continue in possession of the 
coffee shop a special value to them.’’ He 
then cited with approval the following ex- 
tract from Hayes v. Minister of Works 
(1913), 15 W.A.L.R. 106: ‘‘MecMillan, 
C.J., said that the cases showed that ‘value’ 
in compensation provisions means value to 
the owner, and that the courts have held 
that if the land was of a particular value 
to the owner owing to the nature of the 
business which was being carried on by him 
on the land he was entitled to compensa- 
tion. His Honour emphasized the distinc- 
tion between personal goodwill and local 
goodwill, the latter of which would affect 
the price of a site and the former of which 
would not. Burnside, J., elaborated the dis- 
tinction. He concluded: ‘Where the busi- 
ness is retail, of a local nature, depending 
on neighbours and customers and so on, 
then if no suitable premises can be found 
in the locality, obviously some compensa- 
tion must be paid’.”’ 

In the course of his judgment in Reeve’s 
Case, Latham, C.J., said, at p. 418: “‘if 
there were many allotments all similar, 
none of them possessing any special advan- 
tages, and all readily purchaseable, the 
compensation payable to a person who 
carried on business on one of them would 
not be increased in amount by any con- 
sideration of the value of any business 
which he had been conducting upon the 
land.’’ 

Williams, J., stated, at pp. 435-6: ‘‘if 
the respondents had been able to move their 
business into other equally suitable prem- 
ises in the immediate locality they could 
not have recovered more than the expenses 
of the removal. The only importance of the 
fact that the appellant left them in occupa- 
tion of Room 2 for some months after the 
date of acquisition is that it gave the res- 
pondents a breathing space to find other 
premises. But they were unable to do so. 
. «. The special value of Room 2 to the res- 
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pondents can be measured by estimating 
the price which they could have reasonably 
expected a willing purchaser to pay for the 
monthly tenancy and goodwill of the busi- 
ness. ... That was the value of the land to 
the respondents. .. .”’ 

It thus appears that the High Court’s 
approach to the question of whether the 
goodwill of a business attached to a par- 
ticular site was to consider: 

(i) whether the goodwill was personal 

or local, and 

(ii) if it were local whether there were 

‘‘other suitable premises in the im- 
mediate locality’’ in which the busi- 
ness could have been carried on. 


Only in the event of a negative answer to 
the second question can ‘‘the consequent 
destruction or impairment of the business’’ 
be taken into account in fixing compensa- 
tion. 


Williamson’s Case ((1948), 2 A.I.T.R. 
454) and the authorities cited therein make 
it clear that personal goodwill is not at- 
tached to or connected with land within 
the meaning of s. 83 of the Income Tax 


Assessment Act. Phillips’ Case is a clear 
authority for the proposition that local 
goodwill need not necessarily be attached 
to or connected with the site of business 
premises. Reeve’s Case, it is submitted, 
takes the matter further by providing an 
authority for the proposition that local 
goodwill may still not be attached to or 
connected with the site of the premises on 
which a business has been carried on if 
other suitable premises are available in the 
immediate locality. 
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In passing, one questions whether the 
words ‘‘connected with’’ really add any- 
thing to the words ‘‘attached to’’ in the 
definition of ‘‘premium’’ in s. 83. These 
two expressions are preceded by the nouns 
‘*voodwill or licence,’’ and in the natural 
meaning of the words used it is submitted 
that local goodwill may be more aptly des- 
eribed as ‘‘attached to’’ land, and a licence 
as ‘‘connected with’’ it. Support for this 
view is found in the judgment of Jordan, 
C.J.,in Ex parte Berry and Ors; Re Kessell 
and Ors. (1936), S.R. (N.S.W.) 485, where, 
dealing with a licence under s. 43 of the 
N.S.W. Liquor Act 1912, he said: ‘‘the 
licence is personal to the licensee. It per- 
mits the doing of the acts subject to cer- 
tain conditions prescribed in the licence 
and it restricts the doing of the permitted 
acts to a specified place’’; also in Mullen 
and Ors. vy. Hood and Ors. (1935), 54 
C.L.R. 35, where Rich, Dixon, Evatt, and 
MeTiernan, JJ., said, at p. 45, in connec- 
tion with a publican’s licence under the 
foregoing Act: ‘‘the licence is a valuable 
piece of tangible property which continues 
to exist in respect of the site.”’ 

If the goodwill is local to a particular 
site, as in Reeve’s Case, it is caught by s. 83 
provided there is a grant, assignment, or 
surrender of a lease, etc. If there are 
other suitable premises in the immediate 
vicinity, it is submitted that local goodwill 
is no more connected with the site on which 
the business was carried on than the ven- 
dor’s personal goodwill, which, on the 
authorities cited, is clearly excluded from 
the wording of the definition of ‘‘pre- 
mium’’ in s. 83 of the Income Tax Assess- 
ment Act. 


CHANGE OF DOMICILE 


Cases on domicile are frequently decided 
in the Matrimonial Causes jurisdiction, but 
they are equally authoritative for income 
tax and other laws where domicile is a 
criterion, since a person can have only one 
domicile at any time. To shed a domicile 
of origin and acquire a domicile of choice 
requires both intention and _ residence 
in fact (animus et factum). (See Austra- 
lian Accountant, vol. XX, p. 364, ante, for 
illustration Case No. 1.) 


Case No. 2.—Long residence minus in- 
tention = no domicile. Extracted from 
the judgment of Lord Thankerton in the 


House of Lords: ‘‘the deceased G. died in 
Liverpool, on November 5, 1927, aged 82 
years and unmarried. Originally employed 
as a commercial traveller in Glasgow, he 
gave up that employment about 1882, and 
did no work for the rest of his life. About 
1891 or 1892 he came to Liverpool, where a 
brother and sister were already settled, 
and resided in Liverpool for the remaining 
thirty-five or thirty-six years of his life. 
His domicil of origin was Scottish, and the 
question in the present appeal is whether 
he still retained that domicil at his death, 
or was then domiciled in England... . G. 
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went to Liverpool to live on the bounty of 
his brother A, and, during his residence 
there, his means of existence were supplied 
by that brother and his sister, I. He re- 
ceived a legacy of £1,000 from the former 
and succeeded to the latter’s whole estate 
on her death in 1920. He lived in lodgings 
until 1914, when he went to live with his 
sister I, then the only other surviving mem- 
ber of the family, in a leased house, where 
he lived till his death. . . . He told people 
that he was proud to be a Glasgow man, 
and received a Glasgow weekly newspaper. 
With his sister I’s estate he became owner 
of a tenement property in Glasgow, which 
he desired to sell, but a bad market pre- 
vented its sale, and he retained it till his 
death. There is some evidence of his de- 
clining on one or two occasions to move to 
Glasgow and to visit Glasgow, but until 
1912 he was dependent on his brother’s 
bounty, and after 1912 it is probable that 
his disinclination was owing to the inert- 
ness of age and indifferent health. He was 
buried in Liverpool, but that was alongside 
of his brother A and three sisters in ground 
for which A had paid. I am unable to find 
in this case sufficient evidence of a definite 
intention on the part of G to abandon his 
domicil of origin and to acquire a new 
domicil.’’ (Ramsay v. Liverpool Royal In- 
firmary, [1930] A.C. 588.) 

Reliance was placed on the following 
dicta: ‘‘ Although residence may be some 
small prima facie proof of domicil, it is by 
no means to be inferred from the fact of 
residence that domicil results, even al- 
though you do not find that the party had 
any other residence in existence or in con- 
templation.’’ (Per Lord Westbury, in Bell 
v. Kennedy (1868), L.R. 1 H.L. (Se.) 307, 
321.) 

‘‘In a competition between a domicil of 
origin and an alleged subsequently-ac- 
quired domicil there may be circumstances 
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to shew that however long a residence may 
have continued no intention of acquiring 
a domicil may have existed at any one 
moment during the whole of the continu- 
ance of such residence. The question in 
such a case is not, whether there is evi- 
dence of an intention to retain the domicil 
of origin, but whether it is proved that 
there was an intention to acquire another 
domicil.’’ (Per Lord Chelmsford, in Udny 
v. Udny (1869), L.R. 1 H.L. (Se.) 441, 
455.) 


‘*Such an intention, I think, is not to be 
inferred from an attitude of indifference 
or a disinclination to move increasing with 
increasing years, least of all-from the ab- 
sence of any manifestation of intention one 
way or the other.’’ (Per Lord Macnaghten 
in Winans v. A.-G., [1904] A.C. 287, 291.) 


From Roman times until the beginning 
of the nineteenth century, personal rights 
were universally decided by domicile. The 
Code Napoleon, in 1803, began a movement 
in favour of nationality as the test of per- 
sonal rights. This movement spread with 


the growing ‘‘enthusiasm for nationalism’’ 


and the growth of international trade, until 
at the present time it is said about half the 
world is numbered among its adherents. 
(See Cheshire’s Private International Law, 
3rd edn., at p. 201.) 


Nationality has the advantage of being 
easily ascertained, but leads to many 
anomalies, especially in the British Com- 
monwealth, where people domiciled in dif- 
ferent states, provinces, and colonies may 
yet have a common nationality. National- 
ity, it may be said, has not enough sub- 
divisions to be successful as a test of per- 
sonal rights for British nationals. With 
all its complications, therefore, it seems 
that domicile is destined to remain import- 
ant for a long time yet. 
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SUBJECT H— ADVANCED ACCOUNTING I — APRIL, 1950 


The answers to examination questions which appear in this section are 

not official. They have been prepared by a member of the Commonwealth 

Institute of Accountants, but have not been reviewed by the Board of 
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(JUESTION : 

1.—Diseuss the Recommendations of the Insti- 
tute of Chartered Accountants in Australia re- 
garding the following: 

(a) The use of the terms Provision and Re- 
serve. 
(b) The method of presenting 
(i) Income Taxation, and 
(ii) Proposed Dividends 
in the published financial statements of 
a limited liability company. 
ANSWER: 

In answer to this question a candidate 
should have been able to reproduce the 
major points in the relevant recommenda- 
tions which are: 


Provisions and Reserves— 
It is therefore recommended that: 


(1) The following distinction should be 
made between reserves which are free and 
those in the nature of provisions for 
specific requirements; the latter should 
preferably be described as ‘‘Provisions.’’ 

(a) The term ‘‘reserve’’ should be used 

to denote amounts set aside out of 
profits and other surpluses which 
are not designed to meet any lia- 
bility, contingency, commitment, or 
diminution in value of assets known 
to exist as at the date of the balance 
sheet. ° 
The term ‘‘provision’’ should be 
used to denote amounts set aside out 
of profits or other surpluses to meet : 
(i) specific requirements the 
amounts whereof can be esti- 
mated closely ; and 
(ii) specific commitments, known 
contingencies, and diminutions 
in values of assets existing as at 


the date of the balance sheet 
where the amounts involved 
cannot be determined with sub- 
stantial accuracy. 

(2) Reserves, as defined in (1) (a) 
above, should be disclosed in the balance 
sheet. ; 

The term ‘‘Reserve Fund’’ should only 
be used where a reserve is specifically rep- 
resented by readily realisable and ear- 
marked assets. 

Where two or more reserves are reten- 
tions of distributable profits available for 
general use in the business and none of 
them is created in accordance with statu- 
tory requirements or in pursuance of any 
obligation or policy, the subdivision of such 
reserves under a variety of headings is un- 
necessary. Capital and other reserves not 
normally regarded as available for distri- 
bution as dividend should, however, be sep- 
arated from those of a revenue nature, the 
latter group to inelude any undistributed 
balance, or, by deduction, any adverse bal- 
ance on profit and loss account. 

(3) As a_ general principle, ‘‘pro- 
visions,’’ as defined under (1) (bd) (ii), 
should be disclosed in the balance sheet 
under one or more appropriate headings. 

Where practicable, fixed assets in exis- 
tence at the date of the balance sheet 
should be shown at cost, and provisions for 
depreciation and for diminution in values 
should appear as separate deductions there- 
from. 

(4) Where reserves are created or in- 
creased, the amounts involved, if material, 
and the sources from which they have been 
created or increased should be disclosed in 
the accounts. In all cases the utilisation of 








400 








Students’ Section—continued 


reserves and of provisions proved to have 
been redundant should be disclosed in the 
accounts. 

Income Taxation— 

It is therefore recommended that: 

(1) There should be charged against the 
profits of each year the amount of income 
tax which it is estimated the company will 
be required to pay on those profits. 

(2) When the actual assessments are re- 
ceived, an adjustment should be made to 
bring the provision into agreement with the 
actual charge. 

(3) If these adjustments are small, they 
may be taken into account in calculating 
the provision for taxation on the profits of 
the year in which the assessments are re- 
ceived. 

(4) If the adjustments are material, 
they should be disclosed and dealt with in 
the Appropriation Account rather than in 
the Profit and Loss Account of the current 
year. 

(5) Where it has been the practice to 
charge the taxes against profits only when 
assessed, and a change is made to provide 
for taxes, there will be a year when it is 


QUESTION : 

























Paid Capital in £1 shares 
General Reserve 






Trade Creditors 





Sales 










Machinery and Plant 

Shares in Melbourne Pty. Ltd. at cost 
Stock on Hand Ist July, 1949 

Other Current Assets .. 

Dividends Paid 

Raw Materials purchased 

Cost of Manufacture .. 

Selling and Administration Expenses 







Other information: 






Paid Capital 
General Reserve 
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Profit and Loss Appropriation at Ist July, 1949 
Dividend received from Melbourne Pry. Ltd. ' 






Profit and Loss Appropriation 
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necessary to charge both the taxes paid on 
an earlier year’s profits and the provision 
for taxes on the current profits. In this 
ease, the taxes paid for the earlier year’s 
profits should be charged against the ap- 
propriation account or some appropriate 
reserve. If there is no account available 
against which the charge can be made, it 
should be shown as a separate item in the 
Profit and Loss Account. 


(6) Taxation charges may be affected by 
losses in the current period, deficiencies 
brought forward, or adjustments of taxa- 
tion in respect of previous periods, the 
effect of which, if material, should be dis- 
closed. Any provision made in excess of 
the amount required to cover the estimated 
future liability on profits earned to date 
should, if material, be similarly disclosed. 


Proposed Dividends— 

The Institute recommends that: 

Provision be made in the books and in 
the annual accounts for proposed profit 
appropriations, those subject to confirma- 
tion by shareholders being so described. 
Provision for dividends should be shown 
as a separate item in the balance sheet. 


2.—Melbourne Pty. Ltd. is a subsidiary of Sydney Company Limited. Trial Balances of the 
books of the two companies at 30th June, 1950, were as follow: 


Sydney Melbourne 
£270,000 £100,000 
30,000 16,000 
12,800 13,600 
45,000 16,400 
4,200 


280,000 140,000 














£642,000 £286,000 
£150,000 £90,400 
100,000 —_ 
40,000 32,000 
76,000 48,000 
10,000 5,600 
180,000 60,000 
50,000 40,000 
36,000 10,000 
£642,000 £286 ,000 





1. Sydney Company Limited owns 75,000 shares in Melbourne Pty. Ltd. and at the date it 


acquired its shareholding the shareholders’ funds of the subsidiary were: 
ay me - £100,000 


18,000 
10,000 


£128,000 
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2. Stocks on Hand, 30th June, 1950: 


Sydney Co. Ltd. on ” a sa £50,000 
Melbourne Pty. Ltd. .. bis sia oe 36,000 


. Stocks on hand Ist July, 1949, did not include any unrealised profits. 


. Unrealised profit in stocks or hand at 30th June, 1950, was: 


In Stocks held by Sydney Co. Ltd. P £4,000 
In Stocks held by Melbourne Pty. Ltd... 6,400 


5. Inter-company sales amounted to £50,000. 


6. Depreciation on machinery and plant is to be provided for at the rate of 10% per annum 
on the present book value. 


You are to prepare Consolidated Statement of Profit and Loss for the year ending 30th June, 
1950, and Consolidated Statement of Assets and Liabilities as at that date. Working papers are to 
be included in your answer. 


ANSWER: 


Sypney Co. Lip. AND rts Sussip1ary, MELBOURNE Pry. Lp. 


CONSOLIDATED STATEMENT OF PROFIT AND LOSS 
for year ended 30th June, 1950 
SALES an a ne 
Less COST OF GOODS SOLD— 
Stock on Hand 1/7/49 
Purchases of Raw Materials 
Cost of Manufacture 
Depreciation of Machinery 


Stock on Hand 30/6/50 .. 


GROSS PROFIT .. - - da ai 
SELLING AND ADMINISTRATION EXPENSES 


NET OPERATING PROFIT 
UNDISTRIBUTED PROFITS AT 1/7/49 


DIVIDENDS PAID 


Less MINORITY INTEREST IN UNDISTRIBUTED PROFITS - 8,240 


PROFITS AVAILABLE FOR DISTRIBUTION TO SHARE- 
HOLDERS IN SYDNEY CO. LTD... “ mS se - £22,820 


— 


(Continued on page 402) 
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Brought Forward 
Profit and Loss Appropriation 
Balance at 1/7/49 
Dividend Received 


9,000 


12,800 
4,200 
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24,960 
13,600 
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23,560 
18,900 


60,400 50,000 


7,500(a) 
4,200(e) 





26,000 


Less Dividend Paid 10,000 


38,560 
5,600 


42,460 
11'400 


50,000 
4.200 


72,100 (e) 





Profit and Loss Appropriation 
Balance at 30/6/50 
Minority Interest in 
Profits 


16,000 


Less 


Consolidated Balance of Profit 
and Loss 

Sundry Creditors 

Interest of Minority Share- 
holders 

Provision for Unearned Profit 
on Stocks af 

Paid Capital 270,000 


General Reserve 30,000 


Prov. for Depreciation 15,000 


32,960 


100,000 
16,000 
9,040 





£376,000 £174,400 


Stocks on Hand 50,000 


36,000 


72,100 54,200 31,060 


8,240(¢) 8,240 


22,820 
61,400 


(c) 37,240 


(b) 10,400 
75,000(a) 
25,000(c) 
13,500(a) 

4,000(c) 


37,240 


10,400 
270,000 


28,500 
24,040 
£454,400 


86,000 


Other Current Assets .. 


Shares in Melbourne Pty. Ltd. 


Machinery and Plant .. 


76,000 
100,000 
150,000 


48,000 


90,400 


124,000 
(a) 100,000 
240,400 


Goodwill on Consolidation 4,000 (a) 4,000 





£201,840 


———— — — 


£201,840 £454,400 


atneeeaeaee 


£376,000 £174,400 


nt 


The letters placed alongside the eliminations refer to the 
accompanying notes of explanation. 


NOTES ON WORKING 


(a) Goodwill on Consolidation— 

Net worth of Melbourne —_ Ltd. at date of eee: 
Paid Capital : 
General Reserve 
Profit and Loss Appropriation 


£100,000 
18,000 
10,000 


£128,000 


96,000 
100,000 


£4,000 


75% thereof equals... 
Cost to Sydney Co. Ltd. 


Goodwill on Consolidation 
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This information becomes the basis of the following ‘‘omnibus’ 


Dr.— 

Goodwill on Consolidation 

Sydney shares of Melbourne 
Capital ‘ na 

Sydney share of Melbourne 
Reserves at date of acquisi- 
tion “ a - 

Sydney share of Melbourne 
Profit and Loss at date of 
acquisition .. Y. ” 


£4,000 


75,000 
13,500 


7,500 
£100,000 


(b) Provision for Unearned Profits on 
Stock— 
(i) Where it is decided to eliminate all 
unrealised profit £10,400 
(ii) Where it is decided to eliminate 
100% of the profit in the books of the hold- 
ing company and 75% of the profit in the 
books of the subsidiary : 
75% of £4,000 
100% of £6,400 


£3,000 
6,400 


£9,400 


Either method of working is acceptable, 
there being authority for both. The accom- 
panying solution eliminates £10,400. 

(c) Interest of Minority Shareholders at 
30/6 /49— 

Paid Capital 

General Reserve = 

Profit and Loss Appropriation 


£100,000 
16,000 
32,960 


£148,960 


25% thereof £37,240 

(d) Inter-company Sales— 

Eliminate total sales £50,000 

(e) Dividends from Melbourne Pty. Ltd.— 

Eliminate dividend received by 
the holding company £4,200 

QUESTION : 

3.—(A.) Listed below are certain of the receipts 
and payments of the executor of the estate of the 
late Adelaide Brisbane, who died on 1st January, 
1949. You are to indicate the apportionment of 
these items between Capital and Income, making 
ealculations in half-months where necessary. 
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’ elimination : 


Cr— 


Shares in Melbourne Pty. 
Ltd... ve .. £100,000 


£100,000 


(a) £30 interest on Commonwealth 3% 
Treasury Bonds received on 15th March, 
1949. Interest is payable on 15th March 
and 15th September. 
£120 rent on Building A received on Ist 
March, 1949, for a period of six months 
ending on that date. The rental is £20 
per calendar month and is not payable in 
advance. 
£150 for arrears of rent on Building B. 
The rent is received on Ist April, 1949, 
and brings. the payment up until 31st 
December, 1948. The lease provides that 
rent is payable in advance. 
£150 dividend on shares in Pacific In 
dustries Ltd. received on Ist April, 1949. 
The dividend is declared out of profits 
earned during the year ending 31st De- 
cember, 1948. 
£240 dividend on cumulative preference 
shares in the Australasian Cash Order Co. 
Ltd. received on 10th May, 1949. The 
dividend is declared on account of arrears 
of dividends and is payable out of profits 
earned during the year ending 28th Feb- 
ruary, 1949. 
(B). John Heath died on the 1st January, 1950. 
By his will he bequeathed the following: 
(i) His house and furniture to his widow. 
(ii) His stud farm, ‘‘Amberley,’’ to his son 
Robert. 
(iii) 500 shares in Broken Hill Proprietary 
Company Limited to his son John. 
(iv) Debentures in Forest Investments Ltd. 
of a face value of £3,000 to his daughter 
Joan. 
(v) Cash legacies as follows: 
Wife an 
Son, Robert .. 
Son, John £5,000 
Daughter, Joan £3,000 
(vi) The residue of his estate to the Royal 
Melbourne Hospital. 
When the executor took control of the estate he 
found the position to be as follows: 


(d) 


£3,000 
£5,000 
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(1) The testator had sold his stud farm, 
*¢ Amberley.’’ 

(2) There were only 300 shares in the Broken 
Hill Proprietary Company Ltd. 

(3) The cash remaining after payment of all 
debts and death duties amounted to 
£12,000. 

(4) The other assets mentioned in the will 
were intact. 

Prepare a statement showing how the executor 
would distribute the estate, giving any explana- 
tion you consider necessary. 


ANSWER : 

A— 

Income 
£12 10 0 
40 0 0 


Total 
£30 0 0 
120 0 O 


Legatee 


Corpus 
£17 10 0 
80 0 0 


Widow £3,000 


Robert 5,000 


John 5,000 


Joan 3,000 


£16,000 


Legacy 
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150 0 0 
150 0 0 
200 0 0 


150 0 0 
150 0 0 
240 0 0 


(c) 
(d) 
(e) 
B.— 
Specific Legacies— 

The widow and daughter Joan receive 
those as stated in the will. Son Robert can- 
not receive anything in lieu of ‘‘ Amber- 
ley,’’ as the legacy has been adeemed. Son 
John will receive 300 shares in Broken Hill 
Proprietary Company Limited and the 
balance is adeemed. 

General Legacies— 

The residue of the estate is insufficient 
to pay the general legacies in full, so they 
will abate pro rata as shown: 


40 0 0 


Amount Received 
3,000 12,000 





x 
16,000 1 
5,000 12,000 


x 
16,000 1 
5,000 12,000 


x 
16,000 1 
3,000 12,000 


x 
16,000 1 





3,750 








— 2,250 


£12,000 


Residuary Legatee—The Royal Melbourne Hospital will not receive anything. 


QUESTION : 
4.—The Balance Sheet of Manufacturers Ltd. 
Trade Creditors .. . £25,000 
NOMINAL CaPITAL— 
100,000 6% Preference 
Shares of £1 each . 


100,000 ease Shares of 
£1 each ; “ 


£100,000 

100,000 
£200,000 
Is8uUED CAPITAL— — 


20,000 6% Preference 
Shares fully paid . 

30,000 Ordinary Shares 
fully paid ; 


£20,000 


30,000 
£50,000 
10,000 
40,000 


Less Accumulated Losses 


£65,000 


at the 


30th June, 1949, is as follows: 

Land and Buildings, at cost 

Plant and Machinery, at cost less 
depreciation “P ; ; 


£12,000 


16,000 


10,000 
8,500 
18,500 


Cash in Hand and at Bank 
Trade Debtors .. : : 
Stock on Hand .. 


£65,000 
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Students’ Section—continued 


The Preference Shareholders are preferent as to return of capital. 
It is decided to write down the value of the company’s capital and apply the reduction as 
follows: 







Writing off the accumulated losses .. £10,000 
Reducing the value of Land and Buildings by 3,000 
4,500 









Reducing the value of Stock on Hand by .. 








£17,500 





This is to be borne by the Preference Shareholders to the extent of 2/6 per share and by 
Ordinary Shareholders to the extent of 10/- per share. 

Assuming that all formalities have been complied with and all necessary authority obtained, 
you are required: 
(a) To present journal entries to record the reduction of capital. 
(b) To present, in statement form, the balance sheet of the company after the reduction. 










ANSWER : 


(a)— 













Nominal Capital—Preference £2,500 
Nominal Capital—Ordinary 15,000 
Capital Reduction Account £17,500 
Being reduction of 2/6 per share on 20 000 5%Preference Sheen 
and 10/- per share on 30,000 Ordinary Shares in accord- 
ance with Special Resolution passed at an Extraordinary 
General Meeting and sanctioned by the Court. 
Capital Reduction Account .. 17,500 
Profit and Loss emacs ‘Account 10,000 
Land and Buildings - 3,000 
4,500 







Stock on Hand . oa da via 
Being amounts written off in eunbdinns with above scheme. 


(b)— 







MANUFACTURERS LIMITED* 
BALANCE SHEET AFTER WRITING DOWN CAPITAL 
SHAREHOLDERS’ FUNDS— 
Nominal Capital— 








80,000 6% Preference Shares of £1 each a ie .. £80,000 
20,000 6% Preference Shares of 17/6 each .. ie is 17,500 
70,000 Ordinary Shares of £1 each .. ey - - 70,000 


30,000 Ordinary Shares of 10/- each .. 








Issued Capital— 






20,000 6% Preference Shares of 17/6 each, fully paid .. 17,500 
30,000 Ordinary Shares of 10/- each, fully paid ... “ 15,000 
——_ £32,500 


These funds are represented by the following: 
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Students’ Section—continued 


Current Assets— 


Cash in Hand and at Bank 
Trade Debtors 
Stock on Hand 


Less Current Inabilities— 
Trade Creditors .. 
Working Capital 


Pized Assets— 


Land and Buildings at valuation 
Plant and Machinery at cost, less depreciation 


£32,500 


* If the Court so directs, the words ‘‘. ... and Reduced’’ must be added to the name of 
the company for such a period as the Court directs. 


An alternative form of statement form would, of course, be acceptable. 
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Angus Lancaster 
THE GENTLE HINT 


The parish priest had engaged Paddy to 
do a day’s gardening. Paddy had done a 
magnificent job, so the priest decided to 
reward him with a drink. He gave Paddy 
a liqueur glass of Benedictine and ex- 
plained to him how the monks had created 


this nectar. Paddy drank it down and said, 
‘‘That’s a grand drink, Father, and we 
owe a great debt to the holy fathers for it. 
But there’s one thing I’ve got to say—the 
man who invented that glass was a 
Protestant.’’ 


THE LOST BET 


The founder of the family fortunes of 
one of our Governors was a Scottish ship- 
builder. Soon after an occasion when 
James had given £5,000 to the Presby- 
terian Church, he met an old friend, 
Willie. Willie greeted him with, ‘‘ Jamie, 
I hear ye have just given £5,000 to the 
kirk. I think you’re nobbut a canting 
hypocrite. I’ll wager ye £5 that ye can’t 
even say the Lord’s Prayer.’’ 

Jamie accepted the challenge and began, 


‘The Lord is my shepherd; I shall not 
want...” The point of this story is that 
Willie paid on the bet. 


It was the same James who wished to 
found a private library and arranged for 
Nelson’s of Edinburgh to make up the col- 
lection. Nelson’s asked James if he wanted 
the books bound in morocco. James replied 
that he would be well content if they were 
bound in Edinburgh. 


THE KING’S ENGLISH 


In his Shortened History of England, 
G. M. Trevelyan describes, at p. 174 on- 
wards, how the speech of the East Mid- 
lands became the ancestor of modern Eng- 
lish, triumphing over the other dialects 
partly because it was spoken in London, 
Oxford, and Cambridge, partly because it 
was employed by Chaucer and Wycliffe. 
‘*During these two centuries from Chaucer 


to Elizabeth, the language in question, liv- 
ing on the tongues of men no less than in 
their books, was moving forward from 
strength to strength and from beauty to 
beauty, enriching itself with Latin words 
expressive of all the joys and learning of 
the Renaissance, until it fell into the per- 
fecting hands of the man of Stratford.’’ 


DEVALUATION 


I have a collection of some 2,000 books. 
Augustine Birrell, in Obiter Dicta, claims 
that you cannot describe a collection of 
books as a ‘‘library’’ unless it contains at 
least 10,000. I shall never own a library. 
I intend that the collection shall eventually 
go to my grandson. I forecast that one day 
someone will say to David John: ‘‘Who’s 
your grandfather, anyway? He was only a 
colonial bookkeeper.’’ So as to arm my 
grandson with a proper retort, I have put 
at random in the collection all the interest- 
ing non-private letters I have received 


from great men. In course of time David 
John will discover these letters and will be 
able to take up the challenge with: ‘‘But 
what a bookkeeper!’’ In looking into one 
of the books I found a letter from Lord 
Keynes (or Mr. J. M. Keynes, as he then 
was) acknowledging a booklet a friend 4 
and I had written in 1930 advocating the 
devaluation of the Australian £. The letter | 
reads: ‘‘I agree with you that there is @ 
great deal to be said in the case of such @ 
country as Australia for allowing the ex- 
change to fluctuate in the interest of 
stability of prices.’’ 





